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New frontiers for Copper 


This is a representation of the molecular structure of 
a copper crystal—copper atoms arranged in a “‘face- 
centered cubic lattice.” 

From this neat atomic geometry and the nature of the 
copper atom itself stems copper’s unique usefulness. 
These are the fundamental reasons why copper and its 
alloys combine to best advantage a range of physical 
properties—such as high thermal and electrical con- 
ductivity—not found in any other group of commercial 
metals. 

It is an appropriate symbol for the new frontiers of 
progress at Anaconda—accelerating efforts to put 
copper to work in solving an ever greater variety of 
problems in industry . . . to discover new uses .. . to 
create new products. 

Anaconda’s fabricating companies— Anaconda Amer- 
ican Brass Company and Anaconda Wire & Cable Com- 
pany—are rapidly expanding programs of research, 


development, and application services. In addition, The 
Anaconda Company is participating with other pro- 
ducers in the Copper Products Development Associa- 
tion, which is working on a variety of long- and 
short-range research projects. One, for example, 1s 


nontarnishing, copper and brass. Others involve modi- . 


fication of the copper atom itself to create radically 
new properties. 
Anaconda, through its development of new mines 
and the modernization of existing facilities, is contribut- 
ing assurance to the free world of an adequate supply of 
copper to meet any normal requirement. The Anaconda 


Company, 25 Broadway, New York 4, New York. 
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ANNOUNCING! 


TRUST MANUAL ano GUIDE 


by William J. Casey of the New York Bar 
“a vitally different work on trusts” 


The coupon below will bring you a of your trust work. 
completely new approach to han- Keyed to the problems of today, 
dling trusts that can save hours and TRUST MANUAL AND GUIDE 








days of your time... give clear-cut, presents in one all-inclusive volume 
money-saving results to your clients the newest, most effective methods 

. sharpen your efficiency and being used by the country’s leading 
multiply your success in every area trust authorities. 





This book is unlike any you have ever seen because . . . 





1. It is the first book ever published that gives you a practical, “how-to” approach rather than a 


theoretical way to set up trusts. It is arranged and designed for everyday use. It shows you TRUST MANUAL 
every conceivable way a trust can be applied to solve the 1000 and 1 financial problems in AND GUIDE 
business, investments, family planning, taxes, and others. ; 

2. It not only acts as an authoritative source reference for new and imaginative applications, but Gives you 103 Fact-Filled Chapters, 
tells you, step-by-step, how to formulate a trust from beginning to end. It shows you how to Including 
test out each and every plan in terms of deriving the best possible end result . . . how to Section |: THE GOES GF TauEtS 

: : Section Il: TAX SAVINGS IN TRUSTS 

compare plans . . . how to compute the costs. It gives you charts, tables, checklists for test- Section Ill: CONTROL AND FLEXIBILITY 
ing your trust arrangement every step of the way. Section IV: TYPES OF TRUSTS 

3. It is the most up-to-date book in print — covers all the new trust material contained in the Section V: — AND OPERA- 
latest federal tax rulings and regulations. 


Section VI: Hs PLANNING WORK- 
The TRUST MANUAL AND GUIDE gives you the foremost professional guidance in planning a 


; a ce How to Use Worksheets in Your Trust 
trust, creating a trust — shows you how to amend a trust, advise on a trust, administer a trust. It shows 


Planning 
you the tax and financial implications of every type of trust — gives you tables, worksheets, and scores 


A. ont Soe Under Three Testamen- 
of other aids to efficiency and profit. ace 


B. Testamentary Trust: Savings at One 
Death 


Anyone who deals with trusts will find that the TRUST MANUAL AND GUIDE is truly a work 

















Cc. ew Trust: Savings at Two 
. Py ° . ‘ eaths 
of major proportions. Without having to hunt through thousands of words, you see: D. Real ‘Cost of Non-Deduetible Income 
: ayments 
@ How to fit a trust agreement to your client E. ‘Snes a 
@ The present-day result of certain types of gifts and legacies > rate pretense mor en as 
@ How to keep a trust flexible and liquid, or make it rigid when required ‘ =o haga 4 ; 
; ; H. tor’s Estat Livi 
@ How to point out the advantages of a trust over an ordinary will — ti cient 
@ How to design a trust from the ground up for maximum tax shelter, maximum pro- “2 i ay ee Cae Sp Ge 
tection of beneficiaries, maximum preservation of an estate, to carry out personal J. Sextnse ty Combining Living Trust and 
wishes, to attain any cther feasible objective 
he ‘6 . —se eS eer Ne so —_ es Se ee cE — 
ea Administration is covered from A to Z: Choosing trustees, setting up | — _ ——— an 
° invest ‘ ; ° eens ; i ing 
jae | the most naan cisttibution formulas to cover all ccntingencies, finding || INSTITUTE FOR BUSINESS PLANNING, INC, Dept. TM-1 | 
, et dvantageous state laws, avoiding law : ’ . 
nd Particular attention is paid to the mathematics of the trust: the really I 2 WEST 13TH STREET, NEW YORK 11, N. Y. | 
is money-saving ways to handle estate, gift and income taxes — delicate |] Please rush me a free-trial copy of the TRUST MANUAL AND : 
di- . eats in alimony trusts, grandfather trusts and others — how to i GUIDE, the completely new approach to handling trusts. If I decide | 
lly aa rea 4 - eee the how and why of | to keep it, I will remit $24.50, plus a few pennies for postage and | 
/ 6 charitable trusts, and much, much more! | shipping. If not, I will return it within 10 days and owe nothing | 
1es [ at all. 
a TEST THIS INVALUABLE GUIDE FOR 10 DAYS — FREE! 
of For the attorney or the trust officer, Casey’s new TRUST | MI 5s hor ok cea ohicst atone soe cs DoCS ee a Mh Neeser eee pe | 
ida MANUAL AND GUIDE, is a tremendous aid in creating work- 
able, air-tight trusts... revocable or irrevocable. As one advance I ern | 
reviewer put it: “It surpasses all other works I am familiar with { NP COMET TE LET TN OT LOMO LOT TT LOE OTTO PROT L ECTS COUT IE Phe eee DARE PE | 
188A iN its presentation and coverage.” We'll be pleased to send you " 
4 copy for free inspection. The price is $24.50, but you need not I icra cing moan snccidabanintnasieen Zone............ ee 
— on paying for it until you have seen how much it can do j | 
of you. j 
ff Enclose check with coupon and we will pay the postage. l 
Just return the coupon for your t S A Vv E * Same return and refund privilege GUARANTEED! | 
10-day free-examination copy. 
_—— a 














APRIL 1961 291 























The 
Road 
Ahead 


Selecting a safe, economical course for your 
clients’ property and investments means 
planning the legal road ahead to arrive at 
the estate owner’s goal. 

Hanover can assist you and your clients at 
every crossroad with businesslike, up-to-date 
advice on the economical, practical routes for 


estate and trust management. 
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Cover Picture . . . Hamilton, Bermuda, a 
mecca of the tourist industry for genera- 
tions, has experienced a considerable influx 
of capital in recent years, largely from peo- 
ple seeking political stability and an equable 
tax climate. Bermuda is the oldest self-gov- 
erning colony in the British empire and has 
managed its own affairs well enough since 
1609 so that it has never been necessary to 
seek financial assistance from Britain. A 
royal governor and representative legislature 
rule the 360 small islands, of which only 20 
are inhabited. Bermuda levies no income, 
inheritance, estate, capital gains, or real es- 
tate taxes. Fiduciary services are provided 
through the Trust Departments of the two 
local banks —- The Bank of N. T. Butter- 
field & Son, Ltd., and The Bank of Ber- 
muda, Ltd. . . . This is the third in a series 
of cover picture salutes to foreign subscrib- 
ers of TRUSTS AND ESTATES. 


Photo: Bermuda News Bureau 














SOTHEBY & CO. 


the oldest firm of 


FINE ART AUCTIONEERS 


in the world. 


OF THE 14 HIGHEST PRICES 
EVER PAID AT AUCTION FOR 
PAINTINGS OR WORKS OF ART, 
13 HAVE BEEN ACHIEVED IN 
og ROOMS SINCE OCTOBER 
1958. 


Our commission for selling pictures, 


drawings, silver, porcelain, jewels, 
antiquities and other works of art is 
10 per cent. _Books, manuscripts, 


Oriental miniatures, engravings, etch- 
ings and Japanese art, 15 per cent. 
Last season Sotheby’s sold works of 
art worth 1914 MILLION DOLLARS, 
many of which were sent for sale 
from American collections and insti- 
tutions. 


“SOTHEBY’S 216TH SEASON” 
(illustrating 157 of these works of 
art, 12 in colour) can be ordered from 


SOTHEBY’S OF LONDON LTD. 
717 Fifth Avenue, New York 22, N. Y. 
PLaza &-2891 (price $4.95) 


Sotheby’s representatives are always 
ready to visit any part of the United 
States to advise Trust Officers and 
owners of important property. 























WILL PAY CASH 
FOR YOUR GOLD COINS 





we will pay the following prices... 


$20 GOLD... it $36.50 each 
$10 GOLD es $18.00 each 
$5 GOLD... _ $10.00 each 
$ 3 GOLD $65.00 each 
$ 2.50 GOLD .. $10.00 each 
$ 1 GOLD $12.50 each 


We are also seeking the following: 


| | ae $ 650.00 each 
$4G0LD.....__. $1500.00 each 


PROMPT REMITTANCE GUARANTEED 


no mounted or mutilated coins 
send coins direct to... 


SEH, 





Kw, 


123 West 57th Street, New York 18, N. Y. 
JUdson 2-2580 
One of America’s Oldest and Largest 
Coin Dealers 
Coin Appraisals for Banks, Estates, 
Insurance Companies 
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: Y | | If you have a client with interests in Connecticut, Connecticut National 
() R will be glad to serve as your “partner” on the scene. Over the years the 
men and women in our Trust Department have helped lawyers and their 
r q clients throughout the country: managing secur- 
P AR NE R ities and real estate, acting as executor or trustee, 
providing information on state and local taxes, 


drawing on Connecticut National’s years of experience and on the facilities of our ex- 
tensive network of offices in Connecticut. They will be glad to serve you, too . 
handling your clients’ affairs with seasoned judgement and genuine personal concern. 


For more specific 
H | information, call 
or write us today. 


The Connecticut National Bank 


Established 1806 e A National Bank Since 1864 «© Member: Federal Deposit Insurance Corporation « Federal Reserve System 
MAIN OFFICE: 888 MAIN STREET, BRIDGEPORT, CONNECTICUT, TELEPHONE FOrest 6-4741 


Offices in Bridgeport « Ansonia « Bethel e Brookfield « Danbury e« Fairfield « Milford « Monroe « Newtown e New Fairfield « Norwalk 


Orange e« South Norwalk « Shelton e« Stratford « Trumbull e« Tunxis Hill e Waterbury e West Norwalk e Westport 
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THERE IS WIDELY-HELD MISCONCEPTION that 
a profit-sharing plan offers an employer 
greater freedom to vary the amount of an- 
nual contributions than is possible under 
a pension plan. Concomitantly, there is a 
delusion that a pension plan requires a 
relatively fixed commitment each year. 

The determination as to variability of 
contributions depends on other factors 
categorized, as to each type of plan, un- 
der maximum deductible contribution, free- 
dom to reduce or suspend contributions, 

and effect of changing contributions on em- 
ployees' prospective benefits. These major 
considerations are appraised at p. 302. 

mK K * 


A CLOAK OF MYSTERY HAS ENVELOPED OPERA- 
TION of computers, particularly in their 
application to trust department use. There 
has been too much concern with their con- 
struction, engineering techniques, and the 
circuitry rather than with the ways in 
which they can better serve the institu- 
tion and its customers. The impact of 
electronic data processing machines on 
trust operations, internal control and 
supervisory examination is depicted in 
highly readable style by a bank officer 
with a background of experience in this 
exciting new area. (p. 335.) 

aK * * 

WILL CONTESTS MAY BREED UNFORTUNATE TAX 
consequences unless, during the negotia- 
tions leading to the compromise, the 
parties shape the result with tax inci- 
dence in mind. Income as well as estate 
tax problems are raised, and the answers 
depend in large measure upon the founda- 
tion of the will contest. (p. 340.) 

* x * 

QUALITY AND APPROPRIATENESS OF PROGRAMS 
form the key to the success of estate 
planning councils. This is the major con- 
Clusion gleaned from replies from 65 
Councils in all parts of the country. The 
report of this survey (p. 354), in addition 
to citing the topics, methods of presenta- 
tion and meeting times found most popular, 
discusses trends in membership coverage. 
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"THE MORALS BE DAMNED" may be the new 
epithetic substitute for the notorious, 
even if misquoted, phrase of Commodore 
Vanderbilt. Not since Teapot Dome days or 
the post World War 1 investigations of 
war-profiteering has the business world 
appeared in such shabby clothes as those 
worn by some of our great electrical manu- 
facturers. The price-fixing disclosures 
Should, however, have a sSalubrious effect 
on businessmen who might forget that they 
are trustees of the system of private en- 
terprise. The fact that labor unions 
price-fix the cost of their product does 
not seem to occur to the more vitriolic 








MAY 1...LAW DAY U.S.A. 


w is like the air we breathe People 


D D. Esses 


Men have died to leave YOU these 4 symbols of freedom — 





A HOLY BIBLE... . symbol of your right to worship as you wish 


A DOOR KEY .. . your right to lock your door against egal government 
force and prying 


A PENCIL .... Freedom 
wit 


v 
the gover 






A FREE BALLOT... 1 
ing 


symbols have no meanin, where government controls 
D an HAS NO FREEDOM 


join Americans everywhere in commemorating Law Day U.S.A. May 1 





Once again May Ist has been designated Law Day U.S.A., de- 
signed to encourage Americans to reflect upon their heritage of 
individual liberty under law. A 44-page manual, describing a 
practical program for this fourth annual observance, is available 
from Don Hyndman, Director of Public Relations, American Bar 
Association, 1155 E. 60th Street, Chicago 37, Ill. 
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critics of Big Business. And there is a 
difference: the Unions make no secret of 
their practices, in fact they hold them 
up as honorable and to the public bene- 
fit. Theirs is the better case to a de- 
gree. If the public could learn the mean- 
ing of a stable dollar, they would cease 
to venerate the fast buck, which must 
never be allowed to become our national 
currency. Is it this false philosophy 
which has so undermined family morals: and 
values? If so, what are our educators do- 
ing to overcome the moral breakdown of 
the home? 


NEED A FINANCIAL BODYGUARD? An Expert at 
Screening the multitude of "investment 
opportunities" and plausible requests for 
aid? The highwaymen of Merrie Old England, 
like the stage-coach robbers of yesterday, 
have their more subtle counterparts today. 
People of wealth have always been targets 
for confidence-men, but there are less 
obvious methods by which money and its 
owner can be parted. The well-meaning but 
poorly informed "adviser" promises to be 
as effective a redistributor of wealth as 
are the tax-gathers. With the advance of 
Science and technology it becomes increas-= 
ingly difficult to appraise the many new 
industrial developments or to judge which 
companies will progress or even survive. 
The electronics field seems destined to 
repeat the history of the auto-makers, of 
whom there were once over 300......-At the 
other end of the spectrum are the outright 
blue-sky promoters, with highly developed 
extractive techniques. Older people in 
particular seem prone to fall heavily for 
their blandishments, as well as often be- 
ing more susceptible to importunings of 
friends with a sure-fire business propo- 
Sition or ne'er-do-well relatives with an 
appeal for a 'grub-stake'. Even the sweet 
name of Charity is frequently espoused in 
causes that have quite private beneficiar- 
ies. To screen these is not only diffi- 
cult, if not impossible, for the non- 
financially trained, but troublesome and 
perhaps embarrassing. Many busy or retired 
people are finding the answer in delegat- 
ing financial decisions to a professional 
trustee or adviser. The mere reference of 
Such requests to one's bank or financial 
agent is usually enough to discourage the 
undeserving solicitor. Specialists in 
Estate Planning or Analysis are also con- 
cerned with protecting their customers’ 
estates against this form of wastage. 
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ONCE UPON A TIME IT WAS SIMPLE to know 
what products a company made, where it was 
used, and even what it looked like. As 
Gertrude Stein might have said: "A chem. 
ical is a chemical is a chemical." Not any 
more. Most industries and manufactories 
today either make some chemical component 
or use it in processing. It is liable to 
turn up ina plastic bread-wrapper, in an 
auto tire or in a fuel-cell, with none byt 
the experts the wiser. Are the epoxies 
outmoding the polyethlenes — and where? 
Even well-trained investment analysts are 
hard-pressed to appraise which company 
is doing what to whom. Today's glamour 
industry or company may become tomorrow's 
dodo. Shall a trustee put a few big-con- 
pany eggs ina small basket, or is it 
safer aS well as potentially more profit- 
able to apply diversification to Selection 
of some half-dozen companies in each of 
the several promising technological fields 
such as Electronics, Drugs, Chemical 
Fuels, Nucleonics or Ionics, etc. This on 
the theory that, as in oil-drilling, one 
can't be sure, even in a proven field, 
who will make the strike but that a strike 
by any one of the six would carry the 
basket up. There is bound to be a con- 
Siderable mortality in these yet little 
understood industrial areas — a relapse 
in one place, a break-through in another. 
For a better chance to hold a break- 
through position, it may well be desirable 
to consider use of Special-purpose Common 
Trust Funds, or the inclusion therein of 
better diversified holdings in the 
science-engineering advance. This will, of 
course, require a recognition by the court 
that the portfolio is looked at as a whole 
rather than with the too-traditional hind- 
Sight which alone is infallible in these 
technically revolutionary days. 


* ** * 


COMMON STOCKS OF 715 COMPANIES were held 
in the portfolios of the 392 Common Trust 
Funds whose fourth quarter valuations were 
Studied by Trusts and Estates. Common 
stock holdings in the Funds amounted to 
$1,449 million of an aggregate fund vol- 
ume of $2,794 million. Of the 392 Funds, 
60 were of the Fixed Income type holding 
no equities at all; hence, common stocks 
actually represented 57% of the aggregate 
volume of the funds holding common stocks. 
Details of the study and the list of com- 
mon stocks will be found in this issue at 
p.- 318. 
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When considering the selection of a fiduciary to handle matters 

involving Illinois real estate, remember that trust officers at 
neld Chicago Title and Trust Company have an unmatched depth 
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These are some of the many services we offer: 
Ancillary Administration e Investment Counsel e Trustee under 
. Testamentary and Living Trusts e Title Insurance e Trustee for 
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Six Guideposts for Planning 





Buy-Sell Agreements 


EDWIN M. JONES, Esq. 


Assistant General Counsel, New York Life Insurance Company 


HE IMPORTANT DEVELOPMENTS IN 

decisional law and revenue rulings 
during the last year or two in connec- 
tion with stockholders’ buy-sell agree- 
ments are herein set within the frame- 
work of six guideposts, which seem pert- 
inent in any lawyer’s consideration of 
a case that involves such an agreement. 


1. Possible Accumulated Earnings 
Tax 


The usual tax objective is to achieve 
a stock redemption with taxation at cap- 
ital gain rates of any gain realized on 
redemption if redemption of stock of a 
living stockholder takes place, and to 
achieve a stock redemption without any 
income taxation if the stock of a dece- 
dent is redeemed. In the latter case, the 
decedent’s stock would obtain a stepped- 
up basis at death, and such basis would 
presumably be equal to, or approximate 
the redemption price, thus resulting in 
no gain. 


Stock redempiion or buy-sell agree- 
ments have long been recognized as ne- 
cessary if the corporate life of a closely 
held business is to be continued with- 
out serious disruption upon the death 
of important stockholders. However, 
the path of achieving this legitimate ob- 
jective has been somewhat obstructed by 
the fear that the accumulation of assets 
with which to redeem stock upon the 
death of a stockholder will result in the 


imposition of an accumulated earnings 
tax. 


This fear achieved recognizable pro- 
portions as a result of the Seventh Cir- 
cuit Court of Appeals’ decision in Pelton 
Steel Casting Co.’ Cause for concern 
was increased when the Tax Court in 
Mountain State Steel Foundries, Inc. v. 
Comm.” again imposed the accumulated 
earnings tax in a stock redemption sit- 
uation. Fortunately, the Court of Ap- 


Address at New York State Bar Association, Sec- 
tion on Taxation, Annual Meeting, Jan. 26, 1961. 


1Pelton Steel Casting Co. v. Comm., 251 F. 2d 278 
(C.A. 7, 1958), affirming 28 T.C. 153 (1957). 


“18 T.C.M. 306 (1959). . 
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peals for the Fourth Circuit has recently 
restored some reason to the law on this 
subject by reversing this decision.* 

In this case, Miller and Stratton had 
built a business in steel castings. Miller 
died and his widow and two daughters 
later received one-half of the stock. 
Stratton and his sister and two nephews 
were the owners of the other half. Mrs. 
Miller was interested in receiving divi- 
dend income, was not satisfied with the 
return she was getting and wanted the 
business to be sold. Stratton wanted to 
retain cash and expand the business. 
Stratton sought to find a purchaser for 
all the stock for $1,500,000. No buyer 
could be found at that price. An agree- 
ment was then worked out, under which 
the corporation agreed to purchase all 
of the Miller stock at a price of $450,- 
000, payable $50,000 in cash, and the 
balance, with 4% interest, payable in 
installment payments over the next 44 
years. The corporation issued its notes 
for the $400,000 due in installments. 

The Tax Court was of the opinion 
that the Millers had not carried the 
burden of showing that the company 
was not availed of for the purpose of 
preventing the imposition of the surtax, 
and that the redemption of Millers’ capi- 
tal stock was not in furtherance of the 
corporation’s business. It imposed the 
accumulated earnings penalty tax. 

The Court of Appeals, rejecting the 
Tax Court’s reasoning and holding, has 
spoken plainly and without reserve in 
favor of the proposition that the re- 
demption of stock serves a legitimate 
corporate purpose. It noted that the 
problem which confronted the Miller 
widow and the Strattons, frequently 
arises upon the death of one coventurer 
in a relatively small business enterprise. 
The widow was interested in receiving 
larger dividends, but the Strattons were 
interest in building the business. These 
diverse interests were recognized as 
conflicting interests which necessarily 
affect the future of the corporation. The 


360-2 U.S.T.C. Par. 9797 (C.A.4, 1960). 


resolution of the conflict arising from 
these diverse interests -was stated by the 
court to be “plainly a corporate pur 
pose.” 

The court thus reinforced the Third 
Circuit decision in Emeloid.s The au. 
thority of Emeloid in connection with 
stock retirement agreements has always 
been somewhat suspect because the 
basic issue in there was whether the 
money borrowed to purchase the key- 
man insurance on its principal stock- 
holders is “borrowed capital” for ex- 
cess profits purposes. The scope of 
Emeloid has now been expanded. With 
decisions of the First Circuit in Prunier 
v. Comm. and of the Tenth Circuit in 
Sanders v. Fox,® also supporting the 
business purpose aspects of stock retire- 
ment agreements, it would appear that 
possible penalty tax perils of accumu- 
lating surplus for stock redemption pur- 
poses at death can now be assessed at 
least with comfort, and perhaps without 
any real concern. 

This observation does not mean that 
there cannot be excessive accumulations 
where there is a stock purchase agree- 
ment. Naturally, all factors must be 
considered in arriving at any particular 
finding. The significant point, however. 
is that the fact of redemption, of itself, 
furnishes no basis for imposition of the 
penalty tax. As the court in Mountain 
State noted, Congress has enacted spe: 
cial legislation providing for favorable 
tax treatment in the case of redemp- 
tions by an estate under Sections 302 
and 303. Congress could hardly have 
intended to penalize the corporation 
for doing such favored acts. 


2. Revenue Ruling 60-18 
Code Section 318(a) (2) (A) provides 


that stock owned by the beneficiary of 
an estate shall be deemed to be owned 


by the executor of the estate. Accord: 








4Emeloid Co. Inc. v. Comm., 189 F. 2d 230 (C.A.5 
1951), reversing 14 T.C. 1295 (1950). 

5Prunier v. Comm., 248 F. 2d 818 (C.A. 1, 1957); 
reversing 28 T.C. 19 (1957). 

*Sanders v. Fox, 253 F. 2d 855 (C.A. 10, 1958), 
reversing 149 F. Supp. 942 (D.C. Utah, 1957). 
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ingly, in «der to achieve a complete 
redemptior of the stock of the decedent 
for tax ps poses, not only must the 
decedent's ‘ock be redeemed but also 
the stock «: any beneficiary of his es- 
tate, such as a wife, son, daughter, 
grandchild. etc. This section created 
early unc rlainty as to whether one 
could ever achieve a complete redemp- 
tion of a decedent’s stock where a family 
member also owned stock and was the 


beneficiary of the decedent’s estate, 
without liquidating the corporation. 

The Service recognized this problem 
and issued regulation Section 1.318-3(a) 
and Revenue Ruling 60-187 which now 
make it clear that a person shall no 
longer be considered a beneficiary of 
an estate where: 


1. all the property to which he is en- 
titled as the beneficiary has in fact 
been received by him, 

2. he no longer has a claim against the 
estate, and 

3. there is only a remote possibility 
that he will have to make a repay- 
ment to the estate in order to satis- 
fy claims against the estate or pay 
estate administration expenses. 


However, it is also now clear that a 
residuary legatee does not cease to have 
an interest as the beneficiary of an es- 





"LR.B, 1960-3, 14. 
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tate in the process of administration un- 
til the estate is finally closed. 

Thus, Revenue Ruling 60-18 and un- 
derlying regulations offer some help in 
many family corporation situations. The 
executor can pay specific bequests to 
beneficiaries, who also own stock, and 
thereafter redeem only the estate stock, 
and still achieve the desired complete 
redemption under Section 302(b) (3). 
However, one must watch any compli- 
cations that can be foreseen with re- 
spect to ownership of stock by a residu- 
ary legatee. In this event, it would ap- 
pear that a redemption of estate stock 
must be postponed until the estate is 
closed, if one does not wish to run 


afoul of the Service’s interpretation of 
the attribution provisions of the law. 


3. Double Attribution Under 
Revenue Ruling 59-233 


One must also consider any double 
attribution possibilities stemming from 
Revenue Ruling 59-233° in connection 
with a complete redemption. This ruling 
relates to any situation in which there 
is: 


1. a surviving stockholder. 

2. the beneficiary of the decedent 
stockholder is a spouse, parent, 
child or grandchild of the surviving 
stockholder, or is a trust for their 
benefit, and 

3. a redemption of stock formerly 
owned by the decedent. 


Specifically, the facts in this ruling 
were: 


1. the surviving stockholder was the 
husband, 

2. the decedent stockholder was the 
wife who had passed stock to her 
testamentary trustee for the chil- 
dren, and 

3. all of the stock actually held by the 
trustee was redeemed. 


The 


SI.R.B. 1959-28, 9, C.B. 1959-2, p. 6; See Lewis, 35 
T.C. No. 11 (1960) for appropriate double attribu- 
tion in connection with a disproportionate redemp- 
tion. 


ruling held that the complete re- 
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demption of all the stock held by the 
trustee was not a complete redemption 
under Section 302(b)(3) because the 
father’s stock was first attributed to the 
children under the family attribution 
rule of 318(a)(1) and then attributed 
to the trustee of the children under the 
estate. or trust attribution rule of Sec- 
tion 318(a) (2). Since only the stock 
owned directly by the trustee was re- 
deemed, and not the stock owned con- 
structively on the basis of the reason- 
ing of the Service, there was not a com- 
plete redemption of all of the trustee’s 
stock. 

Although this ruling relates to a trus- 
tee, the rationale would appear to be 
equally applicable to an executor or 
administrator. Accordingly, a complete 
redemption in a number of the family 
type situations may not be achievable, 
at least in the eyes of the Service. 

For example, assume a simple situa- 
tion where a father and son own the 
stock of a family corporation. The 
father dies, leaving the wife as the sole 
legatee of father’s stock. Apparently, 
the son’s stock would first be attributed 
to the wife, his mother, under the fami- 
ly attribution rule and then in turn to 
the estate under the estate attribution 
rule, with the result that a complete 
redemption under 302(3) of the father’s 
stock could not be achieved without also 
redeeming the son’s stock. 

This result is illegal as I read the 
Code because it adds a restrictive ex- 
ception to the Code that Congress did 
not put into the Code. In fact, Congress 
provided specifically for a contrary re- 
sult, in that Section 302(c) (2) (A) pro- 
vides that the family attribution rule 
shall not apply where the “distributee” 
meets three specified conditions regard- 
ing no further interest in the corpora- 
tion, no reacquisition of stock within a 
10 year period and the filing of a noti- 
fication agreement with the Service. 
Here the distributee, that is the execu- 
tor, would meet these three conditions. 
Yet, the Service would apply the family 
attribution rule. 


Such application is contrary to the 
intent of Congress as set forth in the 
Committee reports.? The Service might 
more properly have ruled that the “dis- 
tributee” referred to in 302(c) (2) (A) 
can only mean the real party at interest, 
and not an executor or administrator or 
a trustee. A fiduciary might never have 
any real connection with the business 
and might automatically meet the three 
specified conditions set forth in the law. 


*Senate Report 1622, 83 Congress, pages 235-236. 
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However, the Service did not set forth 
any such reasoning in Revenue Ruling 
59-233. Accordingly, until such time as 
the ruling is withdrawn by the Service, 
it must be considered by any practi- 
tioner in any case where a complete re- 
demption of stock from an estate is 
anticipated and where the beneficiary of 
the estate is a spouse, parent, child, or 
grandchild of the other surviving stock- 


holder. 


Apparently, the stock retirement 
agreement in such a case would have to 
be drawn, if possible, so as to provide 
that any stock of the decedent can be 
redeemed only after it has passed 
through the estate and been received by 
the named beneficiaries. At the moment 
of their receipt of the stock from the 
estate, they would apparently lose the 
taint that otherwise applies to them 
when the stock is owned by the execu- 
tor for their benefits. 


Double attribution in connection with 
a trust presents more of a problem since 
the time of termination of a trust is 
not usually within the control of the 
trustee. As a consequence, lawyers are 
giving increased consideration to the 
use of legal life estates, instead of trusts, 
where an adverse attribution problem 
may be present. 


Because of the complications, many 
lawyers are also giving more considera- 
tion to the use of criss-cross sales ar- 
rangements where stock is purchased by 
a surviving stockholder from the estate 
of a decedent stockholder, rather than 
having the stock of the decedent stock- 





holder redeemed by the corporation, h 
addition, greater reliance is being placgj 
upon stock redemption situations unde 
circumstances that permit the utiliz. 
tion of Section 303 of the Code, dealing 
with redemptions of stock in an amo 
sufficient to pay estate taxes and esta 
and funeral and administration ¢. 
penses, without resulting in dividen 
treatment of the amount paid in yp. 
demption of the stock. 


4. Valuation of Stock to be 
Redeemed 


A most practical question to solv 
satisfactorily in stock buy-sell agree. 
ments is the price to be paid for the 
stock that is to be redeemed. If jt js 
fixed too low, estate taxes may be saved, 
but the widow or other beneficiaries of 
the decedent may be cheated out of 
fair price. On the other hand, the agree. 
ment obviously won't be satisfactory if 
too high a price is fixed. 

The most recent pronouncement of 
the Service on the question of valua. 
tion of stocks in a closely held corpora. 
tion is reflected in Revenue Ruling 59. 
60.1° This ruling sets forth various fac. 
tors that should be considered in valu- 
ing the stock. I am not suggesting that 
the factors referred to in the ruling 
should be set forth in the stock retire. 
ment agreement, but I do think it is 
worthwhile to consider fixing a valua 
tion that is not just “book value” and 

(Continued on page 367) 

10] .R.B. 1959-9, p. 8, C.B. 1959-1, p. 287; see also 


Weisbard ‘“‘Valuing Closely Held Stock for Estate 
Tax,” 13 J. TAX 138 (Sept. 1960). 
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VARIABILITY OF ANNUAL CONTRIBUTIONS 


Comparison of Pension and Profit-Sharing Plans 


HICH TYPE OF PLAN, PENSION OR 
We octane, gives an employer 
greater freedom to vary the amount of 
each annual contribution? The answer 
to this question is usually an important 
factor in a company’s decision to estab- 
lish one type of plan or the other. Un- 
fortunately, a quick answer is often 
based upon two widely-held misconcep- 
tions: 


(1) A pension plan requires a rela- 
tively fixed commitment each year. 

(2) A profit-sharing plan gives the 
employer complete freedom to reduce 
or suspend contributions whenever he 
wishes. 


Actually, a correct answer concerning 
the variability of contributions is neither 
so simple nor clear-cut as the two erron- 
eous statements above would indicate. 
This article subdivides the basic ques- 
tion into three components as to each 
type of plan: 


1. What is the maximum deductible 
contribution that may be made in any 
year? 

2. What freedom has the employer 
to reduce or suspend contributions in 
any year? 

38. What is the effect on each em- 
ployee’s prospective benefits when the 
amount contributed varies from year 
to year? 


I. Determining Maximum 
Deductible Contribution 


The problem of maximum deductibil- 
ity is academic in many cases. Often the 
employer wishes to limit his contribu- 
tions to a sum far less than the maxi- 
mum allowed by law for either type of 
plan. However, when the employer 
wishes to obtain the maximum tax de- 
duction, or when he wishes to provide 
substantial benefits for his employees, 
the comparative advantages of pension 
plans and profit-sharing plans in this 
regard must be explored. 


A. Both Types of Plans 


Certain rules affecting the maximum 
deductible contribution are applicable 
to both pension and profit-sharing plans 
alike, at least in theory. In practice, 
however, each rule is more restrictive 
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with respect to one type of plan than 
the other. 

(1) The benefits to be paid the em- 
ployee in the future as deferred compen- 
sation, together with all non-deferred 
compensation paid in prior years, must 
not exceed a reasonable allowance for 
all services rendered by the employee 
during those years.! This rule apparent- 
ly has greater applicability to pension 
plans, since compensation tied to profits 
is less likely to be attacked by the Serv- 
ice as “unreasonable compensation” 
than the same amount paid as prede- 
termined salary or pension.” Further- 
more, the rule applies mainly to com- 
pensation of stockholder-employees, that 
is, where the employment relationship 
did not result from an arm’s-length 
transaction.* 

(2) The contribution in any year 
must not be “a subterfuge for the dis- 
tribution of profits to shareholders.” 
This limitation is more likely to affect 
profit-sharing plans, since contributions 
are directly related to profits and not to 
future benefits. Suppose, for example, 
that a substantial part of the annual 
contribution is allocated to the accounts 
of stockholder-employees. The rule 
might be applied to restrict the amount 
of profits contributed to the plan, in 
order to prevent “distribution” to stock- 
holders (i.e. allocation to their ac- 
counts) of too much earnings without 
the payment of current taxes thereon. 
"Reg. 1.404 (a) -1(b). 

2Reg. 1.162-7(b) (2); and see California Vegetable 
Concentrates, Inc., 10 TC 1158, Dec. 16, 462 (Acq.). 

8Reg. 1.162-7(b) (1). 


4See Reg. 1.401-1(b) (3); and see Reg. 1.162-7 (b) 
(1) and (2). 


B. Profit-Sharing Plans 


The employer’s deductible contriby. 
tion to a profit-sharing plan is limited 
to an amount not in excess of 15 per 
cent of the compensation otherwise paid 
or accrued during the taxable year to 
all plan participants.’ If the employer 
takes advantage of the credit and con. 
tribution carry-over provisions of the 
Code, this maximum may be exceeded 
in certain years.®° For example, if the 
maximum has not been contributed for 
one or more years and a credit carry. 
over is therefore available, the amount 
deductible in one year may be as much 
as 30 per cent of participants’ compen. 
sation.‘ However, the effect of the carry. 
over provisions is simply to permit an 
averaging of contributions: over a pe. 
riod of years the total deductible con- 
tribution may not exceed 15 per cent of 
the total compensation of all partici. 
pants during those years. 


C. Pension Plans 


There is no similar statutory maxi 
mum which limits pension plan contrib- 
utions to a fixed amount or a fixed per- 
centage of payroll. The restrictions on 
deductible contributions to a_ pension 
plan are based upon the following alter. 
native limitations prescribed by the 


Code.® 


(1) The employer may contribute 
and deduct a level annual amount o 
level percentage of compensation each 
year from the date when the employee: 
participation in the plan begins to the 
employee’s retirement date.? The totdl 
of these level annual payments, plus the 
earnings accumulated thereon in the 
fund, should be adequate to provide the 
employee’s pension at retirement. 

(2) Each year the employer may cot 
tribute and deduct an amount equal 10 
the normal cost plus ten per cent of the 
original past service cost (until the pa‘ 

SILR.C. See. 404 (a) (3). 

“Ibid. 

"Ibid. 

SILR.C. Sec. 404(a) (1). 

°I.R.C. Sec. 404(a) (1) (A) and (B). Sec. 404(a) 
(1) (A) allows a maximum deduction of 5% of Pt 
ticipants’ compensation. However, this paragr! 
is usually applied in cojunction with Sec. 404 (a) (1) 


(B), and will not be reviewed for the purposes @ 
this discussion. 
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service co’ has been fully funded) .*° 
The “norr:! cost” is the level annual 
amount th: would be required to fund 
the employ «’s pension from his date of 
employmen to his retirement date. In 
actual prac ice, when a company first 
establishes ‘ts pension plan, each em- 
ployee has a period of “past service” 
(i.e. service before the plan’s inception) 
during whic nothing has been put aside 


for his pension. The “original past serv- 
ice” cost is the total sum that would 
have been in the fund if the normal 
cost had actually been contributed each 
vear from the employee’s date of em- 
ployment to the date of the plan’s in- 
ception (and if the assumptions as to 
trust fund earnings, employee turnover 
and mortality had been borne out ex- 
actly) . 

These alternative funding methods 
prescribed by the Code determine the 
maximum that may be contributed, and 
not a fixed sum that must be contribu- 
ted.!! 

The determination of the amount to 
be contributed, under either Code-ap- 
proved funding method, involves the 
application of actuarial mathematics. 
The amount of each actuarially deter- 
mined contribution will depend upon 
the age, sex, retirement date, compensa- 
tion and years of service of each plan 
member, the assumptions as to em- 
ployee turnover and mortality and as 
to trust fund earnings, the formula for 
determining pension benefits, and the 
plan provisions, if any, with respect to 
death, disability and severance bene- 
fits.! 

If substantial pensions are to be pro- 
vided, and if the average age of plan 
members is not low at the plan’s incep- 
tion, the annual contributions may be 
far greater than the 15 per cent of mem- 
bers’ compensation allowed under profit- 
sharing. Deductible contributions ex- 





LR.C. Sec. 404(a) (1) (C). 

ULR.C. See. 404(a). 

UReg. 1.404(a)-3(c). Also see Bulletin on Sec. 23 
(p)(1)(A) and (B). 
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ceeding 25 per cent of members’ com- 
pensation are not unusual under pension 
plans. 


D. Overlapping Plans 


If a company has both a pension plan 
and a profit-sharing plan, and one or 
more employees are concurrent partici- 
pants in both plans, the maximum de- 
ductible contribution to both plans is 
limited by all of the rules that apply 
respectively to the pension plan and the 
profit-sharing plan, with the further 
proviso that the total deductible con- 
tribution to both plans is limited to a 
25 per cent of the total compensation 


otherwise paid or accrued during the 
taxable year to all employees who par- 
ticipate in one or both plans.* This lim- 
itation may be increased to 30 per cent 
of members’ compensation, if contribu- 
tion carry-overs are involved.'* 


II. Employer’s Freedom to Reduce 
or Suspend Contributions 


The right to reduce or suspend con- 
tributions is so vital to most businesses, 
that this question often assumes para- 
mount importance. The erroneous be- 
lief that profit-sharing plans have the 


18]. R.C. Sec. 404 (a) (7). 
14Tbid. 
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whole advantage in this regard is one 
reason why many employers __ install 
these plans instead of pension plans. 


A, Profit-Sharing Plans 


In 1956, the requirement that profit- 
sharing plans contain a definite prede- 
termined formula for ascertaining the 
amount of profits to be shared was 
abandoned. The employer is now free 
to establish a plan without a formula 
and to contribute any sum he desires 
out of current and accumulated earn- 
ings and profits (with the deduction 
limited to the statutory maximum re- 
ferred to above).!° Any plan containing 
such a formula be amended to 
remove it.'® 

The profit-sharing plan without a pre- 
determined formula gives the employer 
the greatest apparent freedom to reduce 
or suspend contributions at his _ will. 
However, there are a number of reasons 
which may make a no-formula plan un- 
wise and even dangerous: 

(1) In order to accrue a deduction 
for a profit-sharing contribution under 
a no-formula plan, the employer must 
make a timely commitment regarding 
the contribution. This commitment re- 


may 


15Reg. 1.401-1(b)-1(ii) and Rev. Proc. 56-22. 
16Rev. Proc. 56-22. 
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quires a directors’ resolution and no- 
tice to the employees, both prior to the 
end of the taxable year, indicating the 
amount to be contributed or the method 
of its determination.’ Where the plan 
contains a predetermined formula, the 
deduction is accrued by the formula it- 
self and no further action is necessary 
each year. 

(2) The Treasury may attack a no- 
formula plan’s qualified status and the 
trusi’s tax exemption on the ground 
that contributions are not “recurring 
and substantial’’!* or that the timing of 
contributions results in discrimination 
in favor of shareholders, officers, or su- 
pervisory or highly paid employees.'® 
While all plans are subject to these re- 
quirements, inclusion of a_ predeter- 
mined profit-sharing formula in a plan 
approved by the Treasury would norm- 
ally preclude any questions on either 
point. The profit-sharing formula would 
have prior Treasury approval, while 
the contributions under a no-formula 
plan would, in effect, be subject to a 
new “approval” at each year’s audit of 
the tax return. 


(3) if contributions are discontin- 
ued by the employer, each member’s 
share must become fully vested.*° If an 
employer makes no contribution for a 
number of years under a no-formula 
plan, both the Treasury and his em- 
ployees might claim that the rule re- 
quiring full vesting goes into effect. 
Where the plan contains a_predeter- 
mined profit-sharing formula and con- 
tributions are passed for a number of 
years through the application of this 
formula, there can be no basis for a 
claim that discontinuance was by the 
employer, and therefore full vesting will 
not be required. 


(4) If any plan members are subject 
to the overtime provisions of the Fair 
Labor Standards Act, and if the plan 
does not contain a predetermined profit- 
sharing formula, the amount of the con- 
tribution allocated to an employee’s ac- 
count may be considered part of his 
regular pay and therefore subject to 
the Act’s overtime pay requirements.”! 
There are two ways around this rule: 
(a) the contribution may be allocated 
to employees in proportion to their reg- 
ular compensation plus overtime, or (b) 
the plan may provide for immediate full 


17See Rev. Rul. 56-366. 

18Reg. 1.401-1(b) (2). 

19Reg. 1.401-1(b) (3). “The law is concerned not 
only with the form of a plan but also with its effects 
in operation.” 

20Rev. Rul. 56-596. 

21See Title 29, Part 778, Code of Federal Regs., 
Sec. 778.6 (g) (3) (iii). 





vesting.“* However, both alternatives 
may be distasteful to the stockholder. 
employees; and the use of a predeter. 
mined formula may be a more satisfac. 
tory solution. 

(5) A no-formula plan has less jp. 
centive value to employees than a form. 
ula plan, since there is no assurance 
that their efforts to increase profits wil] 
be rewarded with a share of the profits, 

(6) The plan may provide that con. 
tributions in excess of the formula 
amount are permissible (up to the 
maximum deductible under the Code). 
provided the requisite directors’ resolp. 
tion and notification of employees are 
effectuated before the end of the fiscal 
year.” 

(7) A predetermined formula can be 
changed or removed by amendment if 
it proves unsatisfactory in operation. Of 
course, too frequent revision may lead 
to the plan’s being treated as a no- 
formula plan with all the adverse con. 
sequences listed above. 


These arguments favoring a prede- 
termined profit-sharing formula will 
generally outweigh the arguments 
against a formula. A properly designed 
formula will give the employer sufficient 
flexibility for the needs of the business. 
First, the plan can contain a satisfactory 
definition of “profits” to fit the business 
operation. Then fixed or fractional 
amounts of profits might be set aside 
for the payment of dividends, as a re- 
turn on invested capital, reserve, addi- 
tion to surplus, amortization of long 
term debt, or for whatever other pur- 
poses the employer desires. Finally, a 
variety of formulas are available to de- 
termine what part of the balance will 
be contributed to the plan: a flat per- 
centage; a graduated percentage; vary- 
ing percentages on various segments of 
profits; and so forth. 


Some employers fear that a plan con- 
taining a predetermined profit-sharing 
formula might lead to a demand by em- 
ployees or their representatives to in- 
spect all financial records of the busi- 
ness, and to have a voice in determin- 
ing what shall constitute “profits.” For 
this reason a no-formula plan is fre- 
quently installed, in spite of its objec- 
tionable features. This may prove salis- 
factory if the objections can be met, for 
example, by a timely directors’ resolu- 
tion and notification of employees, and 
by allocating to employees’ accounts on 
the basis of regular pay plus overtime. 

(Continued on page 370) 
2See Title 29, Part 549, Code of Federal Regs. 


Sec. 549.1(g). 
See Rev. Rul. 56-366. 
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Morgan Guaranty 
Trust Company 


OF NEW Yo RBA 


Statement of Condition March 31, 1961 


Assets 


Cash and due from banks 

U. S. Government obligations . 

State, municipal, and public securities . 
Other securities 

Loans . a a ee 
Customers’ acceptance liability 

Stock of Federal Reserve Bank . 
Investment in subsidiary companies . 
Bank premises . 

Other assets 


Liabilities 


Deposits . eae 
Reserve for expenses and taxes 
Liability on acceptances 
Dividend payable April 14, 1961 
Other liabilities a a 
Capital — 7,540,000 shares 


— $25 par $188,500,000 
Surplus 236,500,000 
Undivided profits . 131,072,293 


Total capital funds . 


$ 671,597,774 
432,064,873 
266,793,467 

11,672,594 
2,285,574,071 
146,163,815 
12,750,000 
7,520,495 
32,967,499 
123,582,744 


$3,990,687 332 





$3,125,674,195 
43,025,016 
148,376,364 
7,540,000 
109,999,464 


556,072,293 
$3,990,687 ,332 





Assets carried at $324,916,776 in the above statement are pledged to 
qualify for fiduciary powers, to secure public monies as required by law, 
and for other purposes. Member of the Federal Reserve System and the 


Federal Deposit Insurance Corporation. 


140 Broadway 
23 Wall Street 


Downtown Offices: 


Midtown Offices: 


Fifth Avenue at 44th Street 


Madison Avenue at 60th Street 
40 Rockefeller Plaza 


London 
Paris 
Brussels 


European Offices: 





Directors 


HENRY C. ALEXANDER 
Chairman of the Board 


DALE E. SHARP 
President 





STEPHEN D. BECHTEL 
Chairman of the Board 
Bechtel Corporation 


WILLIAM C. BOLENIUS 
Executive Vice President 
American Telephone and 
Telegraph Company 


CARTER L. BURGESS 
President, American Machine 
& Foundry Company 


PAUL C. CABOT 
Chairman of the Board 
State Street Investment Corporation 


JOHN L. COLLYER 
Chairman, Executive Committee 
The B. F. Goodrich Company 


H. P. DAVISON 
Vice Chairman of the Board 


CHARLES D. DICKEY 
Chairman, Committee on Trust Matters 


JOHN T. DORRANCE, JR. 
Assistant to the President 
Campbell Soup Company 


THOMAS S. GATES, JR. 
Chairman, Executive Committee 


CARL J. GILBERT 
Chairman of the Board, The Gillette Company 


W. ALTON JONES 
Chairman, Executive Committee 
Cities Service Company 


DEVEREUX C. JOSEPHS 
Director, New York 
Life Insurance Company 


THOMAS S. LAMONT 
Vice Chairman of the Board 


L. F. MCCOLLUM 
President, Continental Oil Company 


HOWARD J. MORGENS 
President, The Procter & Gamble Company 


THOMAS L. PERKINS 
Chairman of the Board 
American Cyanamid Company 


M. J. RATHBONE 
President, Standard Oil 
Company (New Jersey) 


ROBERT T. STEVENS 
President, J. P. Stevens & Co., Inc. 


JAMES M. SYMES 
Chairman of the Board 
The Pennsylvania Railroad Company 


HENRY S. WINGATE 
Chairman of the Board 
The International Nickel 
Company of Canada, Limited 


GEORGE S. YOUNG 
Chairman of the Board 
The Columbia Gas System, Inc. 
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How CPA’s Can Contribute to 


Estate and Tax Planning 


Geo. S. Olive & Co., Indianapolis, Indiana 


OO OFTEN THE CPA IS CALLED ON 

for tax advice after a transaction 
has been completed when it is too late 
to do any planning. Many practitioners 
have been successful in educating their 
clients to rely on them more for plan- 
ning, but too often the practitioner looks 
only at the effects of the proposed trans- 
action and fails to consider the overall 
problems of the client. An example 
might be where a client calls to ask 
whether there will be any gift tax due 
if he gives his son 100 shares of the 
stock of his wholly-owned corporation. 
This seems to be a simple question, as- 
suming the value of the stock is known, 
and may result in a quick direct answer 
to the client’s question. 

However, the phone call itself proves 
the practitioner has failed to do any tax 
planning for this client. He should have 
known that this situation was going to 
come about and should have convinced 
the client before this time that some 
long-range tax planning was warranted. 
Assuming that the client refused to dis- 
cuss any planning or that there were 
other valid reasons, the practitioner 
would still be remiss if he did not in- 
sist that the question could not be an- 
swered without discussing other alterna- 
tives available to the client. For instance, 
if the father had a low cost basis for the 
stock there may be other property the 
cost of which is nearer market value 
which may be more suitable for gifts. 
If the son is interested in the business, 
there may be possibilities for buy and 
sell agreements or recapitalization for 
purposes of transferring future earning 
power of the business. 

As soon as the practitioner has been 
able to convert both his own thinking 
and his clients’ to planning rather than 
determining the tax consequences of 
completed transactions, what name will 
he give such service? It is believed that 
estate planning, as it is commonly 
known, may not be adequate although 

This article, requested by the editors, is based 


upon talks given before various Estate Planning 
Councils in recent months. 
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WILLIAM J. CARON, C.P.A. 


by definition the dictionary states that 
estate means a man’s assets or fortune. 
Many people incorrectly believe that es- 
tate planning is primarily concerned 
with the disposition of property upon 
death, but in actuality it is the arrange- 
ment of a person’s property to provide 
for him and his family during his life 
and his family after his death in such a 
way that property is administered in 
accordance with his wishes at a mini- 
mum total cost. In talking to CPAs in 
different parts of the country, I have 
heard some of them say that they did 
not do any estate planning work, but 
on questioning they admitted that they 
participated frequently in tax planning, 
such as choice of business entities, buy 
and sell agreements and various other 
types of tax planning. What they actu- 
ally meant was that they did not give 
advice on disposition of property on 
death and I believe this is a common 
situation. 


Team Fallacy 


Few CPA’s are engaged in the narrow 
definition of estate planning because 
they have not been able to establish their 
value to other professional people di- 
rectly connected with or interested in 
disposition of property on death. Some 
have promoted the idea of an estate 
planning team consisting of an attorney, 
a trustee, an insurance advisor and the 
CPA. There are several reasons why 
such a group rarely acts as a team. One 
is a general reluctance on the part of 
the clients to reveal all his assets and 
problems to all members. A second and 
most important reason is a fear by the 
client of incurring a large fee although 
in most cases only the attorney and 
CPA would charge a fee and it is likely 
the CPA might have the highest. The 
CPA usually believes he is entitled to 
his highest fees when rendering man- 
agement services or tax planning. Also, 
in the larger cities, he is likely not to 
be called on when his client dies to as- 
sist in the preparation of the federal es- 
tate tax returns or income tax returns. 





With this in mind, he understandably 
must receive full value for his services 
rendered during the client’s lifetime, 
Under such circumstances, the clien, 
is left with a difficult choice as to whom 
his planners will be as to disposition of 
his property on death. The CPA who 
is interested in these problems must 
therefore continually attempt to show 
his competence not only to his client, 
but to the other advisors with the hope 


that many of these problems can he} 


overcome. Thus, it is my belief that the 
CPA has and is doing an extensive 
amount of tax and financial planning 
for his clients although he will be the 
first to admit there is room for substan- 
tial improvement. As an example of 
how this improvement may come about 
for the CPA, I would like to present 
two problems of the type which will be 
offered in the tax planning course now 
being designed by the Committee on 
Estate Planning of the American Insti- 


tute of CPA’s: 


Example #1 


Facts: 


A is the sole owner of a corporate busi- f 


ness which has capital of $50,000 and ac- 
cumulated earnings of $200,000. A’s adult 
son is interested in acquiring some own- 
ership but is without funds, and A is not 
interested in any gift program for the 
protection of himself and his wife. 


Problems: 


1. Method of acquiring ownership by 
son without substantial cash outlay. 
2. Procedure for establishing value of 
stock which is likely to be valued at more 
than book due to increasing profits. 


Recommendations: 


1. Corporation should issue a preferred 
stock dividend to A in the face amount of 
$200,000, 6% accumulative, non-partici- 
pating which would acquire voting rights 
if dividends are in arrears for a stated 
period of time. 


2. A would then sell his common stock 
to son for $50,000 payable $5,000 per 
year for ten years with interest. 

8. Carry life insurance on A in corpo 
ration for eventual redemption of pre 
ferred after A’s death. 
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Result: 

1. Son ©as acquired right to future 
earnings “ ‘th minimum cost. 

9 A kh: fixed the valuation of his 


stock and. ‘cured an annual fixed income. 
3, By 4 holding the preferred until 
death, the:« is no tax problem by reason 


of Section »06 of the 1954 Code. 


Example #2 


Facts: 

H and \v. husband and wife, have a 
substantial estate in securities and real 
estate. All property is held jointly, with 
right of sui vivorship, in a non-commun- 
ity property state. Both have cross wills 
with survivor taking all in the event any 
property does not pass by operation of 
jaw. H and W have two adult daughters, 
both of whom are married, and are not 
dependent on the parents. 


Problem: 

1. It would be difficult to prove the ex- 
tent, if any, to which the wife contrib- 
uted to the purchase of the jointly held 
property except to the extent of income 
which could cause a major portion of the 
property to be taxed in the husband’s es- 
tate. 

2. Minimize death taxes. 


Recommendation: 


1. Have H & W exchange half inter- 
ests in real estate so each would own real 
estate separately rather than jointly. 

2. Have stock certificates reissued in 
separate names so each will own stock in 
separate names rather than jointly. 

3. Have each execute new wills provid- 
ing for their estates to be placed in trust 
for benefit of survivor. Trustee, other 
than survivor, should have the right to 
distribute income only as needed and the 
right to invade corpus such as in the 
event the survivor’s annual income was 
reduced below a certain level. 


Results: 


1. Estates will be equalized without 
danger of having the same property 
taxed in both estates, thus resulting in a 
decrease in estate and inheritance taxes. 

2. Survivor can decrease own estate by 


gifts and still have protection of assets . 


and income of other estate. 


Estate Income Tax Planning 
As an example of how the CPA might 


be of value to an executor or an attorney 
in administrating an estate, I would like 
to present a problem where proper plan- 
ning may result in substantial income 
tax savings: 

A, who is married and who has two 
minor children, dies on June 30, 1960. 
A was a partner in the XY Partnership 
and under the terms of a buy and sell 
agreement, A’s estate is to continue his 
interest until the end of the partnership 
year which is December 31, and at such 
time his interest is to be valued and 
purchased by the survivors. A also re- 
ceived a guaranteed salary from the 


APRIL 1661 

















“Well, Harold, what did that playboy uncle of yours leave you in his wiil?” 








Courtesy—True, The Man’s Magazine 











partnership until date of death which 
amounted to $10,000. He also owned 
securities in his own name which earned 
$30,000 of dividends for the year 1960, 
$10,000 of which had been received 
prior to death. A determination of A’s 
share of income in the partnership for 
the year 1960 was $25,000 in addition 
to the salary paid prior to death. Also, 
A’s will provided that his wife would 
receive an amount equal to the maxi- 
mum marital deduction. 


Tax computed under normal procedure 
(Estate adopts December 31 closing): 

















A’s Final 
Return Estate 
Dividends __..$10,000 $20,000 
Less: Exclusion 50 50 
Taxable dividends _...._ 9,950 19,950 
Salary 10.000 
Partnership income _____ 25.000 
Gross income __. _ 19.950 44,950 
Standard deduction and 
exemptions 3,400 600 
$16,550 $44,350 
Federal tax -_........... $ 4,107 $22,752 
Less: Dividend credit _ 398 798 
3,709 21.954 
3,709 
Combined federal tax _. $25,663 


Alternative computation for possible tax 
savings: 





(a) Retain calendar year for estate as 
above but secure court order providing 
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for distribution of income or advance dis- 
tribution of corpus to the wife of $24,850 
prior to December 31, 1960. Tax would 
then be computed as follows: 


A’s Final 
Return Estate 


Gross income as above _ $19,950 $44,950 





Distribution to wife: 
Dividends —...___. 10,821 (10,821) 
Other income _....... 18,529 (13,529) 





24,350 (24,350) 





Adjusted income ____- _ 44,300 20,600 
Adjustment to dividend 
Oeedie 2s 27 





44,300 20,627 
Standard deductions 











and exemptions __. 3,400 600 
Taxable income —___ $40,900 $20,027 
Federal income tax ___. $15,024 $ 7,275 
Less: Dividend credit _ 831 366 

$14,193 6,909 

14,193 

Combined tax __.. 21,102 
Combined tax without 

planning 25,663 
Savings BPs, , $ 4,561 


(b) Use same procedures as (e) ex- 
cept that the estate would adopt a Jan- 
uary 31 fiscal instead of a December 31 
year. In the example, the wife has no 
other income other than from the estate 
and the $24,350 distribution would then 
be taxed to her in 1961 when she would 
have no other income producing addition- 
al savings. Under this procedure, the tax 
liability would be: 


Wife for 1960, same as under 


normal procedure $ 3,709 
Wire tor 2061 .... OOD 
Estate for year ended 1/31/61, 

same as (a) above -———S «6,909 
TE OUEUN POM a 
Combined tax under normal 

procedure —....____. niece ORNS 
Ee | 


(c) Additional savings realized by al- 
locating $20,000 of administrative fees as 
a deduction for income tax purposes 
rather than for estate tax purposes as- 
suming a 30 per cent estate tax rate. 


Savings 

Over 

$3,000 

Estate Addi- 

Income Tax tional 

Without With Estate 

Allocation Allocation Tax 

Normal 

procedures _. $21,954 $8,968 $9,985 
Alternative (a) — 6,909 4 3,904 
Alternative (b) — 6,909 4 3,904 


* * % 


Our close association and cooperation 
with attorneys, bankers, and insurance 
men have tended to resolve many of our 
problems and we look for continued im- 
provement in the future. 

A A A 
43RD M1p-WINTER TRUST CONFERENCE 
FEBRUARY 12-14 


The 43rd Mid-Winter Trust Confer- 
ence, sponsored by the Trust Division 
of The American Bankers Association, 
will be held at The Waldorf-Astoria in 
New York, February 12, 13, and 14, 
1962. 

The Conference annually draws an at- 
tendance of more than 2,000 trust offi- 
cers from banks in all parts of the 
country and several foreign countries. 





Complete fiduciary services 


Deposit Guaranty Bank’s Trust Department — Mississippi's 
largest — is ready at all times to co-operate with you in all 
matters pertaining to trusts and estates. Call on us. 





ment await you. 





AN INVITATION — You are cordially invited to attend the 
Fourth Southern Trust Conference in Jackson, Mississippi, May 
3, 4.and 5. An informative program and interesting entertain- 











TRUST DEPARTMENT 


e 
Deposit Guaranty Bank 
AND TRUST CO., JACKSON, MISS. “Grow With Us’’ 
CAPITAL AND SURPLUS $1 5,000,000.00 Member Federal Reserve System and 


Federal Deposit Insurance Corporation 
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Speakers Announced for 
Southern Trust Conference 


The fourth annual Southern Trust 
Conference, sponsored by the American 
Bankers Association, will be held in 
Hotel Heidelberg, Jackson, Miss., May 
3-5, under the general chairmanship of 
Noel L. Mills, vice president and seni 
trust officer, Deposit Guaranty Bank ¢ 
Trust Co., Jackson. The trust banks of 
that city and Vicksburg will be hosts, in 
cooperation with the Mississippi Bank. 
ers Association. A trip to historic Vicks. 
burg will be featured following the final 
business session on Friday. 

On Thursday morning, the delegates 
will hear addresses by Mayor Allen 
Thompson; Robert R. Duncan, presi- 
dent of the Trust Division, and chair. 
man of the board, Harvard Trust Co.. 
Cambridge, Mass.; and G. H. King, Jr., 
member of Board of Governors, Federal 
Reserve System, Washington, D. C. 

The afternoon session will include 
Development and Operation of Retire. 
ment Trust Funds in Southeast Area by 
Guy Faulk, Jr., vice president and trust 
officer, Merchants National Bank, Mo- 
bile; What the Trust Division Means to 
the Individual Trust Institution by Mary 
C. Smith, assistant secretary, Trust Di- 
vision, A.B.A., New York; and The 
States Will Never Die — They Only 
Fade Away by John C. Satterfield of 
Jackson and Yazoo City, who is presi- 
dent-elect of The American Bar Asso- 
ciation. The dinner speaker will be S. J. 
Sparks, retired trustman from Montreal. 

On Friday the conferees will hear 
Estate Planning with Respect to Prop- 
erty Having Special Characteristics by 
A. James Casner, associate dean, Har- 
vard Law School, and Why You Need 
a Qualified Plan by J. W. Cocke, C.P.A., 
of Jackson. Afternoon topics will be 
Real Estate Investment Trust presented 
by Kurt F. Flexner, director, Mortgage 
Finance Committee, A.B.A., New York: 
Valuation of Closely Held Stocks by C. 
J. Schwingle, president, American Ap- 
praisal Co., Milwaukee; and an address 
from Robert J. Farley, dean of the Uni- 
versity of Mississippi School of Law. 


a AAA 


e Samuel C. Waugh, former head of 
the Export-Import Bank of Washington, 
and a past president of the trust division 
of the American Bankers Association, 
has been appointed Washington con- 
sultant to The Bank of New York’s In- 
ternational Department. Mr. Waugh is 
currently on leave as a director of The 
First Trust Co., and the Citizens State 
Bank, Lincoln, Neb., of which he was 
president from 1946 to 1953. 
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“Qur organizational changes are designed to improve 
sales and earnings and to accelerate long-term 
growth. | he unification of three separate 
refining-marketing operations will give us the 
advantages of efficiency and flexibility under single 
management of a nation-wide subsidiary. The 

new structure will permit all of our 

executives to use their talents more effectively to 
improve the Company’s profitability.” 

JOHN E. SWEARINGEN, PRESIDENT 


STANDARD 


OIL COM PAN Yindiana) 


MAKES 
MAJOR MOVES 


FOR LONG-RANGE 


GROWTH 


Nineteen-sixty Annual Report discloses accomplishments in 


terms of increased earnings 


During 1960, Standard Oil Company (Indiana) made several 
important strides in its long-range program to increase effi- 
ciency and earnings. A comprehensive reorganization of 
product manufacturing, marketing and distributing activities 
was accomplished. Foreign activities were accelerated. And a 
new planning department was set up to help lay out long-range 
programs for the Company and assess investment oppor- 
tunities in the petroleum business and related fields. 

For the year 1960, corporate earnings were about 4 per cent 
greater than in 1959. Net earnings totaled $144,762,000 or 
$4.05 a share on the average number of shares outstanding, as 
compared with a net of $139,597,000 or $3.90 a share the 
previous year. Cash flow increased to $9.62 a share, compared 
with $8.70 a share in 1959. 


Record Income and Assets. Sales and other operating reve- 
nues were up, due mainly to larger sales of major petroleum 
products, natural gas and automobile supplies. Total income 
rose $57 million to a record $2,038,208,000. Total assets at 


year end equalled nearly $3 billion. Capital expenditures were 
$251,574,000. 


Important Reorganization. On December 31, 1960, the Com- 
pany completed a major reorganization in which Standard Oil 
Company (Indiana) selena entirely a parent company for 
domestic and foreign activities. Its functions will be: 1) to 
provide guidance for policies, planning, and programs of the 
consolidated enterprise; 2) to oversee and handle the Com- 
pany’s business and financial affairs; 3) to coordinate opera- 
tions among all subsidiaries; 4) to evaluate performance, 
organization and personnel. 

_ The direct management of the manufacturing, transporta- 
tion, research and marketing facilities was turned over to its 
wholly-owned subsidiary—American Oil Company. American 
Oil Company, further expanded by the facilities of Utah Oil 
Refining Company, also wholly-owned, has become a national 
refining-marketing organization, with all the increased effi- 
ciency inherent in unified management. Operations of other 
Standard Oil Company (Indiana) subsidiaries were not 
affected by the reorganization. 


Dividends Paid. The Company paid four quarterly cash 
dividends of 35 cents each per share. In addition, a special 
fourth quarter dividend of one share of Standard Oil Company 


and corporate reorganization 


(New Jersey) stock was paid for each 65 shares of Standard Oil 
Company (Indiana) stock, or cash payments were made in lieu 
of fractional shares of Jersey stock. The total dividend value 
was $1.995 and equal to about 50 per cent of earnings, marking 
the ninth straight year in which this ratio has been maintained. 


Production. Net production of crude oil and natural gas 
liquids in North America averaged 299,283 barrels per day in 
1960. After production of 110 million barrels during the year, 
reserves showed a gain of 103 million barrels, bringing the total 
reserves in North America to 2,347 million barrels at year end. 
Net production of natural gas increased 4.5 per cent—from 
1.51 billion cubic feet daily to 1.58 billion cubic feet. Net 
proved reserves of natural gas totaled 15,358 billion cubic feet 
at year end, an increase of 2,090 billion cubic feet. 

In Argentina substantial production of crude oil was 
achieved amounting to 31,400 barrels a day at year end. In 
Venezuela the Company shared in the completion of several 
large wells. A subsidiary was formed in Australia—Amoco 
Australia Ltd.—which plans to build a refinery near Brisbane 
with an initial crude capacity of 15,000 barrels a day. 


Directory of Standard Oil Company (indiana) Major Subsidiaries 


PAN AMERICAN PETROLEUM CORPORATION, Tulsa, finds and 
produces crude oil and natural gas in the United States and Canada. Its 
subsidiary, Pan American International Oil Corporation, New York City, 
engages in oil exploration and development outside of North America. 


AMERICAN OIL COMPANY, headquartered in Chicago, manufactures, 
transports, and sells petroleum products in the United States. It markets 
through its Standard Oil division in 15 Midwest states. 


SERVICE PIPE LINE COMPANY, Tulsa, transports crude oil for our 


refineries and for others. 


AMOCO CHEMICALS CORPORATION, Chicago, manufactures and 


markets chemicals from petroleum here and abroad. 


INDIANA OIL PURCHASING COMPANY, Tulsa, buys, sells, and trades 


crude oil and natural gas liquids in the United States. 


AMOCO TRADING CORPORATION, New York City, buys, sells, and 


trades crude oil and products elsewhere in the world. 


TULOMA GAS PRODUCTS COMPANY, Tulsa, markets liquefied 


petroleum gas, natural gasoline, and related products. 


Forthe complete 1960 Annual Report, write Standard Oil Company (Ind.), Dept. W-100. 


STANDARD OIL COMPANY (INDIANA), 910 S. MICHIGAN, CHICAGO 80; ILLINOIS 
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Domestic AIRLINES CAN BE 
SounpD INVESTMENTS 


Many investment managers have had 
unpleasant experiences with air trans- 
port equities. At least three times since 
World War II the airlines have been 
considered long-term growth companies, 
only to have their stocks prove highly 
cyclical and hence unsatisfactory for 
steady growth. These carriers are ac- 
cordingly viewed with skepticism as 
holdings in conservative portfolios. In 
spite of the fact that airline equities are 
inherently incapable of uninterrupted 
profit growth but rather respond to a 
reasonably predictable and understand- 
able cycle, they have a place in man- 
aged accounts along with other cyclical 
commitments such as railroads, steels 
and motors. If an airline cycle can be 
defined, no doubt many investors might 
find profitable opportunities there and 
the industry itself would benefit from a 
stabilizing influence upon its equity val- 
uation. The nature of the business and 
historical evidence both indicate that 
some measure of predictability is pos- 
sible. 

The airline cycle can be thought of 
in terms of re-equipment phases. Compe- 
titive conditions and good marketing de- 
mand that each airline equip iteslf with 
a new fleet whenever an improved iype 
of plane is developed every few years 
by advancing aircraft technology. Air- 
line managements must purchase such 
equipment within a short span of time 
and, in effect, buy for future needs. 
When new equipment is added to exist- 
ing fleets, capacity increases markedly 
with reduction in load factors and re- 
ported earnings decline due to higher 
depreciation charges. 

In the years following addition of 
new equipment, however, available seat 
miles increase at a more rapid rate than 
revenue passenger miles resulting in 
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profit producing load factor improve- 
ment. After the initial glut of displaced 
equipment, used aircraft markets usu- 
ally firm, allowing management to sell 
some of the obsolete fleet, reducing de- 
preciation charges and increasing re- 
ported income. Improvement usually 
continues until the next round of equip- 
ment purchases begins the cycle again. 





TABLE 1 

g 48 
St *%3¥ 
_ EE as 
‘3 Be= was 
aia ad ERE 
ne 
Sao Sek GRE 

er 618 (27.7) 
1960* _. _.. 855 22.1 26 
He 108.5 33 
1958 335.8 (2.3) 25 
1957 343.6 9.9 24 
1956 312.6 62.6 30 
1955 192.2 5.2 33 
1954 182.7 4.2 23 
1953 175.2 1.0 18 
1952 173.5 71.7 19 
1951 101.1 46.1 21 
1950 69.2 20.7 16 
sae 57.3 15.1 12 
1948 49.8 12 


*Estimated. 





The major equipment purchase years 
were 1952, 1956 and 1959-1960 as 
shown in Table 1. In each of the three 
cases, the Standard & Poor’s Air Trans- 
port Index reached an_ intermediate 
high approximately one year earlier 
(1951, 1955 and 1959). The index lows 
were registered approximately one year 
after the major equipment programs or 
in 1953, 1957 and 1960 (if last year 
represents a low). This comparison 
would appear to indicate that a relation- 
ship does exist between air transport 





TABLE 2 
8 
on > gs 
S38 58 88 §8 
Geos gh fs 
ne, a; EE 
1931* 250 nil 250 0 % 
1960* 213.0 4 217.0 1.8 
1959 171.8 61.7 227.7 24.5 
1958 189.58 46.7 186.0 25.1 
1957 147.0 21.5 168.5 12.8 
1956 108.38 57.7 166.0 34.8 
1955 101.7 62.9 164.6 38.2 
1954 104.7 515 156.2 33.0 
1953 87.8 484 186.2 35.5 
1952 64.5 55.2 119.7 46.1 
1951 47.6 43.5 OLE ick 
1950 46.3 30.9 77.2 40.0 
1949 47.0 138.4 60.4 22.2 
1948 47.2 (5.0) 42.2 (11.8) 


*Estimated. 
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stock prices and equipment programs 
and that purchase or sale of these equi- 
ties may be accurately timed based upon 
well-publicized airline industry capital 
expenditure projections. 

Confirmation of the hypothesis that 
trunkline stocks should be purchased 
shortly after a major equipment pro- 
gram can be found by examining net 
income as a per cent of cash flow. 

Although cash flow increases in al. 
most every year, the remainder avail. 
able for reported income after deprecia. 
tion charges varies with the equipment 
cycle. Net Income as a per cent of cash 
flow reached temporary highs in 195]. 
1955 and 1958, the years immediately 
preceding major equipment purchase 
periods, Since investors may be more 
sensitive to reported income than to 
cash flow, we would expect trunkline 
stock prices to follow this pattern which, 
as noted in Table 1, has been the case. 
Thus, after new equipment has been pur- 
chased, depreciation charges take a pro- 
portionally smaller percentage of cash 
flow and net income has an almost built. 
in upward tendency. 








TABLE 3 
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oom g~ ry 

335 ses og 
1961* 55,000 30,500 555 
1960" ___.. 49,150 29,240 59.5 
1959 45,793 28,127 61.4 
1958 40,695 24,436 60.0 
Evot =... 39,838 24,500 615 
1956 338,753 21,643 64.1 
1955 29,979 19,206 64.1 
1954 25,647 16,246 63.4 
ieee =... 22,115 14,298 64.7 
oz ..... 18,068 12.921 866d 
1951 14,672 10,211 69.6 
1950 _. 12,386 7,766 62.7 
as 11,118 6,571 59.1 
1948 : 9,980 5,840 58.5 

*Estimated. 





One final note of historical evidence 
defining the equipment cycle is available 
through analysis of load factor trends. 
We would expect new equipment to 
boost available seat miles spasmodically 
which, with relatively steady growth in 
revenue passenger miles, would cause 
load factors to be predictably volatile. 

Load factors have a tendency to peak 
in the year immediately before the pur 
chase of new equipment. This data, in 
conjunction with other analyses, would 
indicate that intermediate term invest: 
ment in trunkline equities could have 
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progress has been a by-word for natural gas. The growth —— 
of this young industry over the past decade is an eloquent tribute to the es 
nation. For such progress springs from an enterprising people, eager to only a 
search for better ways to fuel the nation’s economy. > Evidence of this consi¢ 
progress can be seen in the rich heart of mid-America, served by Texas positi 
Gas. Companies planning plant locations are invited to check the resources brigh 

ment 


of this eight-state region blessed by flexible transportation, good labor and 
abundant natural gas energy. > For a report on the progress of our region "TE XxXASs GAS If t 
and our company, write to the Public Relations Dept., Texas Gas Trans-§ TRANSMISSION CORPORATION starte 


mission Corporation, Owensboro, Ky., for a copy of the 1960 Annual Report. Offices: Owensboro, Kentucky * Houston, Texas are 
point 
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been time:! profitably knowing the major 
reequipment programs of the industry. 

Inherent characteristics of airline op- 
erations aud historical evidence provide 
only a clue to the future. However, some 
consideration of the industry’s current 
position indicates that the future is 
bright and more promising for invest- 
ment than ever before. 

If the domestic trunkline industry has 
started another re-equipment cycle pat- 
tern, the most extensive one yet, the low 
point of earnings and industry-wide 
stock price averages has passed. The 
trunklines have taken delivery of 377 
turbine-powered aircraft through 1960. 
Deliveries in 1961 are scheduled for 103 
planes with 32 on order for 1962 and 
60 due to be delivered in 1963. Equip- 
ment requirements appear to be slowing 
down. 

Another favorable factor is the con- 
structive attitude taken by the Civil 
Aeronautics Board toward airline profit 
problems with an objective of a 10.5% 
return on invested capital as stated pub- 
lic policy. Compared with the estimated 
return of 3.4% in 1960, the new target 
looks very handsome. But the CAB has 
also taken concrete measures to aid the 
carriers to achieve that objective. A fare 
increase of approximately 5% instituted 
last year was a step in the right direc- 
' tion. Another concrete act by the Board 
to improve profitability and service was 
the swift approval of the United-Capital 
merger followed by an open policy to 
encourage other mergers. 

The current re-equipment cycle may 
be of longer duration than previous ones 
with replacement of today’s jet equip- 
ment not due until a supersonic trans- 
port becomes ready sometime near 1970. 
If our analysis of the cyclical behavior 
of domestic trunklines is correct, equi- 
ties in the industry may be purchased 
now and could conceivably be held for 
eight or nine years with an opportunity 
for appreciation and liberal yields from 
common stocks and convertible securi- 
ties. Account managers should be alert 
to the possibility that widespread pur- 
chases of short range jets in 1965 may 
cause a minor re-equipment pattern at 
that time overriding the major cycle 
formation between 1959-1960 and 1970. 

Dean LEBARON 
F. S. MOSELEY & CO. 


A A A 
* Trading volume of 7,080,000 shares on 





the New York Stock Exchange on April 
4th was the heaviest since the 7,716,650 
tegistered on September 26, 1955 follow- 


ing former President Eisenhower’s heart 
attack, 
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NET INCOME OF LEADING CORPORATIONS 


(In Thousands of Dollars) 








No. of 
Cos. 


16 
11 
15 
18 
86 
13 
14 
13 
17 
62 
53 
24 
25 


26 
23 


72 
49 
78 
29 
26 
21 
125 
22 
19 
53 


48 


125 
2,034 


22 
26 


56 
47 


47 


104 
264 
108 
21 
13 
13 
65 
220 
233 
33 
266 
41 
31 
58 
31 
161 
* 

64 
220 
90 
58 
~ 432 
3,433 





Industrial 
Groups 
Baking 
Diy POU oaiiniccccscccseseceeseesenRicccoosrmnese 
Meat packing 
NI eS a 
Other food products 0.0.0.0. 
Soft drinks 
Brewing 
Distilling 
Tobacco Products eccccccccccsssscccsumcen 
Textile products . aaa uiee 
Clothing and apparel oecccccoccnice 
Shoes, leather, Ct. ccccccccssssssssssuees = 
Tires, rubber products ...........-..... 
Lumber 
Furniture, wood products. ............ 
Paper and allied products. ........... 
Printing and publishing 
Chemical Products eeccccccccccsccssssssseeeeeve 
Drugs and medicines ... 
Soap, cosmetics, etc. .... 
BATE GUM VOT TRIGI anncsicisscscsenscssicscense 


Petroleum prod. and refining... 
Cement 
Glass products 
Other stone, clay products........... 
SEGRE BOO cere ees 


Agricultural implements 
Building, heat., plumb. equip... 
Electrical equip., radio and TV 
Hardware and tools woccccccccsse 
Household appliances ......... ae 
a Re ener 
Office equipment .......... 
Nonferrous metals 
Instruments, photo goods, etc.... 
Other metal products .....00.0.....-- A 
PTR GUNG EIICIE iscsi ssccecssseeces 
Automotive parts ecco... 
Railway equipment ............ 
pice ae cc: ane 
Mise. manufacturing . 
Total manufacturing 
Coal mining -c 
Weel WeaR WAU ae init cscessccscsnscnessaee 
Other mining, quarrying - c ..... 
EU TURATRT ERIE 1 isaesssscscsisincesseersssseesnnine 
Chain stores — food —....20....000 
Chain stores — variety, etc. ..... 
Department and specialty 
Ree ON pce cawene 
Wholesale and Misc.  eeccccccccccccccee 
Total trade i 
Class TL railroads = ch ecccsccsossssssseees cscs 
Common carrier trucking ........ : 
Shipping 
Air transport 
Mise. transportation  ~...0...0 
Total transportation once 
Electric power, gas, etc. -d...... 
Telephone and telegraph - d. ....... 
Total public utilities 2.0... 
Amusements 
Restaurant and hotel ................ aoe 
Other business services 
Construction 
Total services 
Commercial banks  evccccnseesmeeeesesne 
Fire and casualty insurance....... 
Investment trus8ts - © nicccccssccecen 
Sales finance 
Real estate 
Total finance 
Grand total 













































































Reported Net Income 





























After Taxes Per Cent 
1959 1960 Change 
$ 65,730 $ 68,028 +3 
103,674 106,289 + 3 
71,589 58,468 —18 
32,675 28,729 —12 
382,514 392,637 + 3 
65,251 64,844 —i1 
24,124 26.0388 +8 
108,200 102,653 —5 
250,090 261,183 +4 
213,159 196,528 —s 
46,574 48,640 +4 
50,442 43,375 —14 
263,657 235,651 —1l11 
145,860 107,368 —26 
33,019 27,655 —16 
430,003 404,994 — 6 
83,393 88,447 +6 
1,138,636 1,062,989 — 7 
328.692 333,825 + 2 
159,929 179,049 +12 
64,874 60,060 — 7 
2,807,434 3,024,109 +8 
127,175 98,428 —23 
203,862 181,017 —ll1 
267,789 245,801 — 8 
834,948 804,200 — 4 
217,340 87,458 —60 
147,692 128,649 —13 
768,248 675,619 —12 
52.804 49,063 — 7 
86,380 70,965 —18 
291,874 276,146 — 5h 
198.745 222,902 +12 
441,733 410,553 — 7 
301,733 296,326 — 2 
323,528 266,230 —18 
1,472,195 1,508,419 +2 
198.649 143,527 —28 
85,132 76,090 —11 
193,877 138,469 eras) 
241,461 207,703 ilies 
13,324,684 12,809,074 —A4 
75,538 69,361 — 8 
53,846 59,861 +11 
36,963 85,474 on & 
166,347 164,696 —i1 
229,165 286,283 + 3 
160,743 139,726 —13 
202,376 191,002 — 6 
245,341 220,120 —-10 
119,610 118,451 —l1 
957,235 905,582 — 5 
578,314 444,657 —23 
18,960 13,468 —29 
37,770 35,596 — 6 
59,546 15,672 —T4 
60,913 57,501 — 6 
755,503 566,894 —25 
2,063,099 2,238,200 +8 
1,262,089 1,363,853 + 8 
3,825,188 3,602,053 +8 
43,371 53,2324 +23 
33,163 31,010 — 6 
122,903 120,080 — 2 
____ 46,965 44,068 —6 
246,402 248,392 +1 
1,257,000 1,686,000 +34 
260,422 239,650 — 8 
619,605 686,813 +11 
273,846 288,710 +5 
13,374 11,108 —17 
~ 2,424,247 2,912,276 +20 
$21,199,606 $21,208,967 +.....f 





c—Net income is reported before depletion charges in some cases. 
d—(Not applicable to this table.) 
e-—Figures in most cases exclude capital gains. 
jLess than 1%. 


From First National City Bank of New York Letter 
(See commentary on page 333 herein) 
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Wat's In A NAME? 


Business news at the end of the first 
quarter remained, on the whole, disap- 
pointing, although President Kennedy’s 
economic advisers have recently sound- 
ed a more cheerful note in looking for 
definite signs of improvement by mid- 
year. A number of top corporation 
heads were quoted in Dun’s Review at 
that time as expecting better times to 
appear in May or June but several of 
them warned against placing too high 
hopes upon either the extent or speed 
of the recovery. Across the country, 
however, there are evidences of a more 
conservative spending attitude on the 
part of consumers, even in areas not es- 
pecially hard hit by unemployment, 
while the latter subject remains a sore 
spot both for the overall economy and 
union chiefs who seek prompt action on 
direct or implied campaign pledges of 
relief. 

The business picture is in sharp con- 
trast to the booming rise in the stock 
market which has continued to gain in 
intensity since the first of the year, with 
only occasional lulls in its steady ad- 


STU TONAL INVESTMENT 







vance due to technical conditons or in- 
ternational unsettlements. An _ over- 
whelming stockminded psychology is 
functioning as a lever to boost prices 
of selected equities to higher and higher 
levels. Seats on the New York Stock 
Exchange are selling at $225,000, a new 
high since 1933, and the heavy volume 
of transactions is taxing the Street’s 
clerical facilities severely. 

Although that unpleasant term “spec- 
ulation” has not been bandied about to 
any great degree, frankness dictates the 
admission that it has become the chief 
moving force behind wide price fluctua- 
tions as distinguished from the normal 
investment concept. Just where specula- 
tion and growth begin or end is any- 
body’s choice, hence a multitude of 
individuals prate about their “growth 
stocks” while candor should compel 
them to say that profit prospects attract 
them more than the fruits of continuing 
partnership participation over a period. 

It is certainly reasonable to make the 
assumption in deciding to make an in- 
vestment commitment that the economy 
is in the bottoming-out process, even 
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if one cannot pinpoint the timing, and 
best majority opinion is to that effeg 
but that is not the same thing as reach. 
ing avidly for stocks selling at price/ 
earnings ratios well up into the strato. 
sphere. The enthusiasm for growth, 
however, is not limited to established 
companies which have earned thei 
spurs but is showered upon a large num. 
ber of new, unknown or relatively small 
ones whose chief claim to fame includes 
lack of an earnings record, adequate 
capital or management and _ technical 
echelons of sufficient depth to withstand 
loss of one or more key men. Glamor 
and romance in the wild blue yonder 
of space and missile technology, especi- 
ally, are not automatically profitable, as 
some of the leaders have already dis. 
covered to their stockholders’ sorroy,. 
and the mortality among the smaller 
units is certain to rise steadily as com. 
petition becomes increasingly severe. 
The appetite for stocks has likewise 
stimulated offerings of countless new 
issues, many of them unlisted, and most 
of them having slight merit and a high 
risk factor. The public appetite for “hot” 
issues bids up these new arrivals fan- 
tastically in many instances. The more 
conservative investment element is be- 
coming increasingly disturbed by this 
development and is warning customers 
against assumption of too much risk. 
In spite of the enhanced degree of 
exposure implicit in most existing p/e 
ratios, the stock market has shown a 
remarkable ability to roll with the 
punches of poor earnings reports or 
reduced or omitted dividends which 
augurs well for continuation of the up: 
ward trend, regardless of how one may 
feel about the soundness of values at 
these prices. At the same time, the 
euphoria generated by a boiling market 
helps observers to believe that the mar 
ket is forecasting better things for busi- 
ness and may even assist its turnabout. 
The main deterrents to a_ happier 
business picture lie in the still uncertain 
outlook for profits and the rate of eco- 
nomic growth to be attained in coming 





years. These are factors which might, if 
they fail to meet speculative expecta: 
tions, be reflected in lower p/e ratios 
once it .becomes evident that prospects 
have been misjudged. 

For example, Dr. Jules I. Bogen, pro 
fessor of finance at New York Univers 
ity Graduate School of Business Admin 
istration, pointed out in a recent speech 
that the average annual growth rate of 
4% during the 50s was the key reason 
for the threefold rise of stock prices but 
that lack of “backlogs of unsatisfied de 
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mands aid the higher level of. private 
debt are <jowing up the pace of growth 
in this decade.” He likewise said that 
the recen’ rise in stocks reflects the view 
that Government will accelerate eco- 
nomic growth but that its ability to do 
so is “yel to be demonstrated.” 

Dr. Bogen referred, additionally, to 
the effects of concentrated institutional 
equity investment upon the behavior of 
the stock market and concluded that 
“with bond yields now materially higher 
than average stock yields and_price- 
earnings ratios at the highest levels on 
record for many groups of equities, the 
trend toward an increased flow of sav- 
ings into equity ownership may encount- 
er increased resistance.” Such thinking 
has obviously yet to become evident in 
the action of the market. 

Further evidence of the declining 
profitability of manufacturing is to be 
found in the annual survey of the First 
National City Bank of New York which 
shows 1960 average return on invest- 
ment of 2,034 companies at 5.4% of 
sales, compared with the 1947-59 aver- 
age of 6.3%. The chart by groups will 
be found at page 313. 


1961 CaprrAL DEMANDs TO RISE 
BY $1 BILLION 


The outlook is that 1961 long-term fi- 
nancing is likely to exceed that of 1960 
by more than $1 billion, but the esti- 
mated $28 billion total will be well be- 
low the record $31.5 billion of 1959, 
according to a projection prepared by 
the Bankers Trust Co., New York City. 
under the direction of Dr. Roy L. Reier- 
son, vice president and chief economist, 
assisted by experts in their special fields. 
This, the thirteenth annual study, as- 
sumes that evidence of business re- 
covery will appear around mid-year, 
that there will be inventory liquidation 
of $1-$2 billion, a decline of 5% or less 
in capital outlays and a falling off of 
10%-15% from 1960 retail sales of 
passenger cars. Privately financed ag- 
gregate construction should rise by 3%- 
5% over last year and the Treasury is 
expected to run a cash deficit of $3-$4 
billion for the 1961 fiscal year. The ad- 
vance in living costs and industrial 
prices of 14 of 1% may renew concern 
over inflation but without reaching the 
heights of 1955-57. 

On the subject of interest rates, the 
Bankers Trust survey expects some eas- 
ing in bond yields over the near term 
which would be reversed by an upturn 
in demands for credit when and as busi- 
ness picks up, abetted by the prospects 

(Continued on page 333) 
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SHIRT-SLEEVE HELP 
FROM “THE TRUST VIEWPOINT" 
for COMMUNITY BANK TRUST OFFICERS 


Yes, the Studley, Shupert Trust Investment Council rolls up its shirt sleeves 
and pitches in at the side of Council Members to help unravel the knotty details 
of individual account problems . . . to help find practical, workable solutions 


designed to attain the specific trust objectives of individual accounts. 

In other words, as a Council Member, you have the assistance of a staff of 
experienced, competent, trust-minded specialists available to you at all times 
by phone, by mail, by conference in the Council’s offices or in your own offices, 
as circumstances may require. 

This is continuously backed up by a steady flow of basic aids applicable to all 
of your accounts. Each of these aids is prepared entirely from the trust view- 
point. They include the Council’s Guidance List of Securities, its Summary 
Reviews of Securities, its Analytical Reviews of Securities, its Relative Value 
Selections of Securities, its Common Stock Summary of Earnings, Dividends 
and Prices, and its special, timely Investment Committee Memoranda. 

The annual cost of Council Membership is so modest that it is well within the 
budget limitations of any community bank. We will gladly give you full details, 
and you will be under no obligation. Write today to Dept. TE-61. 





STUDLEY, SHUPERT TRUST INVESTMENT COUNCIL 





TRUST INVESTMENT 
COUNCIL 


1617 PENNSYLVANIA BLVD., PHILADELPHIA 3, PA. 
155 BERKELEY STREET, BOSTON 16, MASS. 





315 











MOODY’S INVESTORS YIELD TABLE 


Prepared monthly for TRUSTS AND ESTATES by Moody’s Investors Service 































































YIELDS of YIELDS of PRICES, DIVIDENDS 
TAXABLE TREASURIES CORPORATE BONDS and YIELDS 
By Maturity Groups By Ratings 125 Industrial Stocks 
YIELDS YIELDS YIELDS “ea 
1.0 7 ~ 1.0 % . 1.0% 220~ 
ooov0000 I) YEARS seteeceeeene A 
| 2.0, a Be a) Bes 
———— 3'4s, oF 6/15/83-78 2.0 —---- A 20 180~ 
mee ee ee B a a 
+ +25 + +25 YIELDS 160- 
r____— SCALE ON LEFT 
—_| +30 + -39 140- 
= — 35 120- 
= + +40 
» an 4.5 74 
DIVIDENDS 
SCALE ON RIGHT —-——————> 
— Bs e m aa We CO ee me 6- 
5.0 “N / a en nn 
a, e 
—55 —+ f55 + - 55 5- 
| t6d al 4-] 
1958 1959 | 1960 | 1961 1958 | 1959 1960 | 1961 1959 1960 | 196 
LETT EL EEE RECORD EER ERE Pl LELEP IEP 
End of Month —— Range of Period 
1961 1960 1960 1961 1951-60 
- 1941-4 1931-40 1919-1930 
Mar. Feb. Mar. High-Low High-Low 1946-66 oa1-46 
1. U. S. Government Bond Yields 
3-Year Taxable Treas. — me 3.38 3.42 4.14 3.48-3.29 5.17-1.35  1.68-0.90 1.32-1.07 (a) (a) (a) 
S-Year Taxable Trem. —______. Wi 3.60 3.63 4.24 3.73-3.53 5.10-1.75  1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. —....._-.. -~ % 3.76 3.72 4.31 3.95-3.67 4.91-1.95  2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 214s, 9/15/72-67 _...........-----— % 3.75 3.69 4.12 3.95-3.65 4.68-2.21  2.43-1.96 2.48-2.03 (a) (a) (a) 
Victory 2%s, 12/15/72-67 —.... Nn 3.72 3.64 4.04 3.89-3.60 4.59-2.44  2.48-2.08 2.50-2.37 (a) (a) (a) 
34s, 1983-78 Y 3.78 3.74 4.14 3.89-3.70 4.44-2.59 (b) (b) (b) (b) 
Se; 1996... a 3.61 3.57 3.80 3.71-3.54 4.10-2.94 
2. Corporate Bond Yields 
Aaa Rated Long Term ~~... % 4.22 4.22 4.45 4.34-4.21 4.61-2.65  2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa Rated Long Term —....._______ ee 4.32 4.36 4.56 4.50-4.32 4.78-2.70  2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rated Long Term ———.__.___.. % 4.55 4.60 4.81 4.71-4.55 4.95-2.87  3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term -......__... —- % 5.01 5.03 LT 5.12-5.01 5.37-3.15  3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
3. Tax Exempt Bond Yields 
Aaa Rated Long Term ___. ~ Ie 3.30 3.12 3.28 3.30-3.12 3.65-1.28  1.98-0.90 1.84-0.93 2.81-1.56 (d) (d) 
Aa Rated Long Term __._......______. % 3.48 3.33 3.54 3.49-3.33 3.81-1.87  2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
A Rated Long Term —..........__. % 3.71 3.55 3.75 3.71-3.55 4.06-1.72  2.64-1.28 2.49-1.49 3.29-2.11(d) (d) 
Baa Rated Long Term —...---_-SEss—s 4.11 4.05 4.22 4.16-4.03 4.51-1.98  3.05-1.57 2.94-1.80 3.71-2.60(d) (d) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
High Grade / 4.63 4.63 4.70 4.67-4.63 4.85-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade -.... Wi 4.84 4.87 5.21 4.89-4.84 5.60-4.45 5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
eee a 4.40 4.36 4.47 4.43-4.36 4.67-3.45  3.92-3.27(e (e) (e) (e) 
Medium Grade -................. % 4.69 4.65 4.84 4.75-4.65 5.16-3.80 4.20-3.52 (e) (e) (e) (e) 
Utilities—Low Dividend Series 
re eG 4.69 4.71 4.88 4.82-4.66 5.12-3.77  4.24-3.40(e) (e) (e) (e) 
Medium Grade  .................. % 4.91 4.94 5.09 5.05-4.88 5.34-4.17 4.65-3.69 (e) (e) (e) (e) 
5. Common Stocks 5 
125 Industrials—Prices (g) $193.51 190.56 174.01 193.51-186.00 196.07-66.75 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (f) 
125 Industrials—Div. (g) —. ee 6.01 6.01 6.03 6.01-6.01 6.01-4.13  4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16(f) 
125 Industrials—Yields —.......m-. % 3.11 3.15 3.47 3.23-3.11 6.79-2.96 7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19(f) 


(a)—U. S. Govt. Bond Yields in this series date from Jan. 5, 1943. 

(b)—U. S. Govt. Bond Yields in this series date from April 15, 1953. 
(c)—U. S. Govt. Bond Yields in this series date from Feb. 15, 1955. 
(d)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 
(e)—Low Dividend Preferred Yield Averages in this series date from 


Jan. 2, 1946. 


(f)—125 Industrials Averages date from Jan. 1, 1929. 
(g)—Dollars per share. 


Note: To facilitate comparisons between the three charts above, all yields 
have been placed on the same inverted arithmetic scale which appears 


; en the left side of each chart. 
*Revised. Medium grade, high dividend series preferred stock yields for Oct., 5.14; Sept., 5.16. 
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Still Climbing 


THE SOUTHERN COMPANY sys- 
tem, reflecting the economic sound- 
ness and vigor of its four-state 
service area, climbed to new highs 


in 


income in 1960. This was accom- 
plished in a year of lessened busi- 
ness activity nationally. 


HIGHLIGHTS OF THE YEAR 
Operating Revenues amounted oe. ... _ + 


sales of electric power and net 


1960 
- $319,162,000 


A new high — an increase of $22,504,000 or. 7, 6% 


Consolidated Net Income was. . . . . . $46,150,000 
"Another new high — up $2,953,000 or 6. 8% 

Earnings Per Share of Common Stock (year-end) were . $2.06 
14 cents above the previous year 

Dividends Per Share of Common Stock were . . $1.40 
Up 10 cents over 1959 

Construction Expenditures fotaled .. . . . . . $170,077,000 
Down 812 million dollars from all-time high of 1959 

Sales of Electric Energy, in kilowatt hours . . . . 22,760,000,000 
A new record, up 8.6% 

Customers Served Directly increasedto . . . . . . ~~ . 1,576,151 


37,112 more than in 1959 


“~ 


Serving the Heart of the South 
through 


ALABAMA POWER COMPANY 
Birmingham, Alabama 


GEORGIA POWER COMPANY 











Atlanta, Georgia 





Write for 1960 Annual Re- 
port: The Southern Com- 
pany, 
tree Street, N.W., Atlanta 
9, Georgia 


1961 


GULF POWER COMPANY 
Pensacola, Florida 


MISSISSIPPI POWER COMPANY 
Gulfport, Mississippi 


SOUTHERN ELECTRIC GENERATING COMPANY 


Birmingham, Alabama 


1330 West Peach- 







































THE were VORPaNt 


ATLANTA - 1330 W. PEACHTREE STREET 
BIRMINGHAM - 600 N./8 TH STREET 





COMMON TRUST FUNDS HOLD 715 COMMON STOCKS 


OMMON STOCK HOLDINGS OF 392 
Common Trust Funds taken as of 
the available valuation dates nearest the 
1960 year-end totaled $1,449 million of 
an aggregate fund volume of $2,794 
million. This compares with the equities 
of figure of $1,429 million in the 366 
Common Trust Funds reported a year 
earlier (April 1960 p. 338). The funds 
studied are those which have been in 
operation long enough to have annual 
or fourth quarter valuation reports 
available. As the fixed income funds 
held no common stocks, the equity total 
represents 57% of the aggregate volume 
of funds holding common stocks. 
Of the 392 Common Trust Funds tab- 


ulated, 191 were diversified discretion- 





COMPOSITION 
(Dollar Figures in millions) 
DISCRETIONARY FUNDS 

















U.. moeer te. .$ 182.9 9.3% 
Other Gov’ts __ : 31.0 1.6 
Corp. Bonds... 473.4 24.2 
Pia. Stocks: ..___...... 131.2 6.7 
Common Stocks —_ 1,105.5 56.5 
Mortgages -_.._........... 22.7 1.2 
i | oS et ees 9.6 0.5 
$1,956.5 100.0% 
RESTRICTED FUNDS 
U. 8. Govts ......_... § 64:9 17.7% 
Other Gov’ts _...__. 16.2 4.4 
Corp. Bonds _........__ 110.1 29.9 
Pid. Suoexs ._.__._._. 52.3 14.1 
Common Stocks 113.4 30.8 
Mortgages ___.__. 7.0 1.9 
Wee ee. 4.4 12 
$ 368.4 100.0% 
COMMON STOCK FUNDS 
U.8.Govts.....$ 4.1 1.7% 
Other Gov’ts __..__. None 
Corp. Bonds _.___._... 0.4 0.2 
Pie. Stecks _.._...____.. 0.2 0.1 
Common Stocks _____ 229.7 97.1 
Mortgages —._____...___. 0.1 0.05 
oe 1.9 0.85 
$ 236.5 100.0% 
FIXED INCOME FUNDS 
U. &. Gev’ts _..........$ 298 12.8% 
Other Gov’ts - 26.6 11.4 
Corp. Bonds _. 127.8 54.9 
Pfd. Stocks __. 31.0 13.3 
Common Stocks . None 
Mortgages _.. 14.2 6.2 
Se 3.3 1.4 
$ 232.8 100.0%" 
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aries, 74 were restricted, 67 were com- 
mon stock funds and 60 were fixed in- 
come funds. The additional 25 funds re- 
cently inaugurated with combined vol- 
ume of over eight million would raise 
the total of Common Trust Funds in 
operation to 417 with total volume in 
excess of $2,800 million. 


As of the 1960 year-end, 715 corpora- 
tions were represented in the equity 
holdings of the funds studied compared 
with 699 in the 366 funds tabulated a 
years ago, of which 31] held common 
stocks. Additions to the list numbered 
57 (designated by an asterisk in the ac- 
companying tabulation) while 35 com- 
panies held a year ago are no longer 
in the portfolios of these funds. The dis- 
crepancy in the totals is accounted for 
by company mergers. 


In the accompanying tables, classifi- 
cation of the type of fund is made on 
the basis of investment policy rather 
than the label borne by the fund. The 
restricted group includes funds which by 
investment policy, if not by Plan, are 
diversified “legals.” The fixed income 
group includes funds limited to bonds. 


In the common stock holdings, Gen- 
eral Electric has now taken first place, 
being held by 258 funds, followed by 
General Motors and Standard Oil (N.J.). 
Companies among the top 50 with the 
largest gains in the number of funds 
holding them were Westinghouse (up 
39) and IBM (up 31). Many of these 
50 companies changed position as rated 
by the number of funds holding, but for 
the most part the total list remained the 
same. Insurance Company of North 
America and Merck this year made the 
list, edging out Chase Manhattan Bank, 
Sinclair Oil, and Virginia Electric & 
Power (there was a tie for 50th place a 
year ago). 


Other companies in the Favorite Fifty 
with gains of 10 or more funds holding 
were Merck (25) du Pont (24), Conti- 
nental Insurance (24), Eastman Kodak 
(20), General Electric (19), U. S. Steel 
(16), American Cyanamid (15), Sears 
Roebuck (15), American Tel. & Tel. 
(14), General Motors (12), Union Pa- 
cific (12), Consumers Power (11), 
Corn Products (10), International Paper 
(10), and Phillips Petroleum (10). 
Twelve companies, still in the Favorite 
Fifty, were held by fewer funds than the 
previous year. 








FAVORITE FIFTY COMMON STOCKS*+ 


in 332 Common Trust Funds 
Holding Stocks 
(as of beginning of year) 


No. Funds 
Rank Holding 
61 °60 61 
1 3. General Electric 258 
2 2 General Motors 255 
3 1 Standard Oil (N. J.) 253 
4 5. du Pont ; 227 
Christiana Sec. 15 242 
5 4 American Tel. & Tel. 236 
6 6 Union Carbide _ 209 
7 7 Texaco aie cole _ 198 
8 8  Socony Mobil Oil _. _ 178 
9 10 Sears Roebuck _. 168 
10 11 U.S. Steel > 164 
11 9 National Dairy Products 162 
12 12 Phillips Petroleum . 157 
13. 15 American Cyanamid 148 
14 14 J.C. Penney 145 
15 21 Westinghouse Electric =, 
16 13 American Can .. 1% 
17 16 First National City Bk., N. Y.— 136 
18 17 General Foods ; . 134 
19 19 Standard Oil (Cal.) 125 
20 18 Kennecott Copper 122 
21 40 International Bus. Machines _ 109 
22 24 International Paper 107 
23 30 Continental Insurance 106 
24 23 American Electric Power __.. 104 
25 31 Eastman Kodak 102 
26 20 #£National Lead 98 
27 22 Standard Oil (Ind.) 97 
28 27 ~~ Philadelphia Electric x “SO 
29 32 Corn Products . 
30 29 Continental Can 89 
31 25 Bethlehem Steel 88 
32 26 Johns-Manville 87 
33. 36 Dow Chemical 86 
34 42 ~~ Allied Chemical 85 
35 28 Commonwealth Edison 85 
a6 28 Galton... 85 
37 38 Southern California Edison 85 
38 37 ~# Pacific Gas & Electric 83 
39 46 Crown Zellerbach 82 
40 35 U.S. Gypsum - 82 
41 50 Union Pacific R. R. 81 ¢ 
42 48 Consumers Power 80 
43 34 International Harvester 79 
44 * Insurance Co. of No. Amer. 78 
45 43 Owens-Illinois Glass 78 
46 39 Continental Oil 77 
47 41 Morgan Guaranty Trust, N.Y. 76 
48 44 United Gas 76 
a, = Merck ___.... 74 
50 45 CLT. Financial —.. 73 


*Newly added, replacing Sinclair Oil, Chase Man- 
hattan Bank, and Virginia Electric & Power. 
** All ties are numbered alphabetically. 
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LIS) OF COMMON STOCKS IN COMMON TRUST FUNDS 


(Figures represent number of funds holding as of first of year; * — stocks not represented in list of previous year) 











— TOTAL FUNDS FOR 1961: 332: FOR 1960: 311 
” Dr: 6s, Foon, TOBACCO 1960 1961 1960 1961 1960 1961 
1960 1961 McKesson & Robbins _..... 13 +16 *Amer. Reinsurance... sO 1 First Nat. Bk., Dallas 2 2 
: Merck - a Associates Investment _.__... 13 11 *¥First Nat. Bk., Hawaii _. 0 1 
Abbott L«boratories _..........20 21 ‘*Miles Laboratories 0 1 Bank of America 25.26 First Nat. Bk., Memphis _..._ 1 1 
ee ee 2 1 National Biscuit 57 «71 Bank of California... 2 1 First Nat. Bk., St. Louis 3 3 
ais Amer. Bakeries —_____ 5 5 National Dairy Products 153 162 Bank of Hawaii a 1 First N.B.&T., Tulsa — 1 1 
P Amer. Chicle -...... cece ae - National Distillers & Chem. 4 4 Bank of New York... 1 1 First Nat. City Bk., N. Y. 131 136 
ig Amer. Home Products . i | Sa National Tea . & 9 Dankexs Trast —............. 88 87 First Nat. Exch. Bk., 
Amer. Snuff _...._.. ers 1 Norwich Pharmacal .. ae 9 Beneficial Finance : 8 10 Roanoke _.... 1 1 
Amer. Tobaceo —.._____._.__.. 63 Parke, Davis See eens a ee 46 Bishop Nat. Bank, Honolulu 1 0 First N.T. & S.B., San Diego 1 1 
3 *Anheuser-!susch 1 renck & For! —..__....... 6 7 Boston Ins. -_-... 2 1 First Penna. Bkng. & Te. ... 12 11 
3 Archer-Daniels-Midland _.. 1 1 3 re | 8 Castle & Cooke - . 1 1 Franklin Life Ins. 1 1 
Beatrice Foods -...................... 18 15 i. ea, 2 Chase Manhattan Bank - 70 72 *General Acceptance - . © 1 
3 Beech-Nut Life Savers ____ 13 «#13 ne | Chemical Bank N. Y. Trust 31 33 General American _...... 2 1 
Borden - wee 540 47 ~~ Philip Morris 00.0... 4 = 6 =~ Christiana Securities _......16 15 General Reinsurance - 2 2 
| E. J. Brach & ‘Sons ede teed 1 1 Pillsbury ree 8 C.1.T. Financial - 73 178 Girard Tr. Corn Exch. Bk. 7 7 
1 Bristol-Myers _.._._.__... § 5 Procter & Gamble ans C. & S. Nat. Bk., “Savannah 3 3 Glens Falls Ins. , = % 2 
California Packing _ ao 3 ume Gee 13 12 Commercial Credit __. 60 60 Great American Ins. __._ __ 10 16 
Geen Soup... 12 28 R. J. Reynolds Tobacco _.... 52559 Conn. Gen. Life Ins. 5 6 Great West. Life Assur... _ 2 1 
ae ery Cd 1 *Richardson-Merrell 0 1 Continental Assurance ______.. 3 3 Great Western Financial .. 1 0 
Carnation tlhe Jee : Savannah Sugar Refining _. 1 1 Continental Casualty eas 9 Hanover Bank, N. Y. 11 9 
SN ae Schenley Industries —........ 2 1 Cont. Ill. Nat. Bk. & Tr... 832. 32 Hanover Ins. . 1 1 
Colgate-Palmolive Te a Schering Dee enact ae 9 Continental Insurance _._... 82. 106 Harris Tr. & Sav. Bk., 
Continental Baking _........ 4 3 he eee 8 8 Crocker-Anglo Nat. Bk. 6 8 Chicago _.... “ 1 1 
Corn Products -... 80 90 Smith, Kline & French _.... 7 10 Crown Life Ins. 1 1 Hartford Fire Ins. - a 
Cream of Wheat 2 2 Standard Brands —......... 10:16 Crum & Forster . 2 3 Hartford Nat. Bk. & Tr. 1 1 
*Farben Fabrieken Bayer __... 0 4 Sterling Drugs —..............48 54 Dun & Bradstreet - Pee 5 Hartford Steam Boiler Insp. 1 2 
Foremost Dairies —...._... 4 3 Sunshine Biscuit —...........15 12 Employers Group Assoc. 1 1 Home Ins... _..... en tone 22 25 
General Foods aa tee ee 5 Family Finance __....... 3 2 Household Finance - 21 10 
General Mills —..................... 80 30 United Biscuit — ae 2 Federal Insurance 10 7 Industrial Acceptance 2 2 
Great Western Sugar pees 6 5 United Frit .....__.... 10 4 Fidelity & Deposit—Md._ 2 2 Insurance Co. of No. Amer. 67 78 
Ue | Se ee 6 Upjonn —_.. — - ae Fidelity-Philadelphia Tr. 2 2 Irving Trust, N. Y. ue SO 
*Helme, Geo. W. -.....- 1 Warner-Lambert_ Pharm. pee | 6 Fireman’s Fund Ins. _.........24 22 Jefferson Standard Life _ sista 2 3 
Hershey Chocolate __. 6 ho a rr 1 1 Firstamerica 2 @ Lawyers Title Ins. a ie 2 
Horn & Hardart __..... 1 Wm. Wrighy, Jr... 10 7 First Am. N. B., Nashville 1 1 Life Ins. Co. of Va. _........._ 2 3 
6 nee 16 First Bank Stock eal assess 2 1 Lincoln Nat. Life Ins. __... q 5 
Johnson & Johnson - 2 First City N. B., Houston 1 1 Mfrs. Nat. Bk., Detroit _. 1 0 
Mead Johnson — 3 Financial & INSURANCE First & Merchants N. B., Manufacturers Trust, N. Y. 12 11 
Kellogg - ne S aande 6 Aetna Casualty & Sur. : ss 2 no, ETT 2 3 Marine Midland Corp... 15 —_:19 
*Koninklijke Zwael Zour. a 1 Pe a. . & 13 First Nat. Bk., Atlanta... 1 1 Maryland Casualty  _.. 6 8 
Liggett & Myers 13 10 Aetee iste Ine... 12 10 First Nat. Bk., Baltimore _. 2 1 Mellon Nat. Bk. & Tr. 6 5 
SR ASCESS 3 2 Alexander & Baldwin - 1 | First Nat. Bk., Boston 47 45 Mercantile Nat. Bk., Dallas 1 2 
Pater 3 3 ee ee ee 7 First Nat. Bk., Chicago _...._ 5 6 Mercantile Trust, St. Louis 2 2 


a a: lO) Oo ld 
































XEMPT BONDS 
TAX-EXEMPT BONDS 

Volume underwriting assures broad selection for investors 
a In 1960, 221 tax-exempt issues totaling more than $1,125 million were purchased by Halsey, 
. Stuart as sole underwriter or as manager or co-manager of underwriting accounts. This is 
5 almost equivalent to one new $5,000,000 issue each working day of the year. We also 
3 participated in 37 additional underwritings aggregating close to $800 million. 
: It is this extensive marketing activity that makes possible the exceptional diversity of 
1 tax-exempt obligations included in our current offering list. May we send you this list, 
0 without cost or obligation, together with a chart showing the income advantages of tax- 
4 exempt bonds in various income brackets? 
8 
8 
7 
6 HALSEY, STUART & CO. INC. 
: 123 SOUTH LA SALLE STREET, CHICAGO 90 * 35 WALL STREET, NEW YORK 5 
3 AND OTHER PRINCIPAL CITIES 
fan- 
TES 
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Morgan Guaranty Trust . 78 
Nat. Bk. of Com., Houston _ 1 
Nat. Bk. of Detroit 11 
Nat. City Bk., Cleveland... _ 6 


Nat. 
Nat. 
Nat. 
Nat. 


Life & Accident Ins. 4 
Newark & Essex Bnkg. 1 
Shawmut Bk., Boston 1 
Union Fire Ins. 4 
New Hampshire Fire Ins. 1 
North River Ins... 1 
Northern Ins., N. Y. 4 
“Northwest Bancorporation _ 0 
*Northwestern Nat. Ins... 0 


Pacific Finance _................... 2 
Peerless Ins. __._. peees <A 
Philadelphia Nat. ‘Bank - ae 17 
Phoenix Ins. - eens, 
Pittsburgh Nat. Bank | 3 


Provident Tradesmens Bk. 
& Tr. 
Reliance Ins. _. Sie: 
Republic Nat. Bk., , Dallas 
St. Paul Fire & Marine Ins. 
Seaboard Finance 
Seattle-First Nat. Bk. 
Security-lst Nat. Bk., L. A. 1 
Smith Investment 
*Southland Life Ins. 
Southwestern Life Ins. 
*Springfield Fire & Marine 
Standard Accident Ins. ___. 
James Talcott 
Title Ins. & Trust, L. a 
Transamerica _ 
Travelers Ins. __.. SEX 
*Trust Co. of Georgia icize! 
U. S. Fidelity & Guaranty -— 1 
U.S. Fire Ins. 
*U.S. Life Ins. -_. 
U. S. Nat. Bk., Portland 
U. &. Feast, . ¥.. - 
*Valley Nat. Bk., Phoenix 
Wells Fargo Bk. -Amer. Tr. 
Westchester Fire Ins. _ 


-_ 


NUSCNWONKFOCCMOH HE NOH OR AF ROE WH 


om 


INDUSTRIAL 


Addressograph-Multigraph - 
Air Products __-...... 

Air Reduction 
Allied Chem. -_... 
ie eee 














Allis-Chalmers Eee 
Alpha Portland Cement a 3 
Amer. Agri. Chem. _...........-»_ 2 
Amer. Brake Shoe 5 
ees, We 143 
Amer. Chain & Cable _____. 1 
Amer. Cyanamid 133 
*Amer. Greeting Feo 5 ae 
*Amer. Hospital Supply : 0 
Amer. Mach. & Fdry. —____. 1 
*Amer. Mach. & Metals __ 0 
Amer. Marietta __. et 
Amer. Optical _ : aac 
*Amer. Photocopy Equip... 0 
Amer. Potash & Chem... 4 
Amer. Seating 1 
Amer. Viscose _. 8 
SE eee 1 
MERC EEE ane eC 0 
Anchor Hocking Glass... 7 
Armstrong Cork . es 
Armstrong Rubber - pres. 2 
Arrow-Hart & Hegeman El. 1 
Atos Powder — 
Babcock & Wilcox ___.__. 2 
Bassett Industries ____. a 
Bendix _..... Rese esa ag 
Black & Decker eee uae 
ee | 
Boeing Airplane .............. 2 
Borg-Warner —.......__._.._... 24 
Briggs & Stratton _............ 2 
ee ee oo... 3 
Charles Bruning -_.... 1 
Burroughs Ele eekesedal ti 15 
Cannon Mills __-_..-.... i ea 
Carborundum _ 2 
Carrier Silica ae 
*Carter Products - ec ae 
Caterpillar Tractor _ sasioencicesaee gee 
*Cessna Aircraft 0 
Chain Belt pes 1 
Champion Paper & Fibre. 4 
Champion Spark Plug —____-. 3 
Chemetron : woe 
Chesapeake Corp., Va. re ae 
Chicago Pneumatic Tool _ eee 3 
Cincinnati Milling Mach. 1 
Clark Equipment .- 4 
Ne 1 
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1960 1961 
Cluett Peabody eto 2 2 
Columbian Carbon 3 4 
Combustion Engineering 1 1 
*Consolidated Laundries 0 3 
Container —__..____. 24 23 
Continental Can ———— 89 
Corning Glass Works _....... 38 = 37 
Crown Zellerbach _. cae 82 
Cutler-Hammer 3 6 
ESR Sa ee re 0 1 
TION icc : cs On 29 
Diamond Alkali a 2 2 
Diamond National...» == 4 5 
Douglas Aircraft .............. 2 1 
Dow Chemical __. ee. 86 
Dravo: —.._..... =e ay 0 
Dresser Industries oo 4 
du Pont ___... : Wane: es 
Eagle-Picher ee ee 5 
Eastman Kodak -_____................ 82 102 
ee 9 12 
reo Products 4 4 
Emhart Mfg. - 1 0 
Endicott Johnson 1 1 
Ex-Cell-O 4 5 
‘Fafnir Bearing -......... 1 1 
Fansteel Metallurgical _......._ 1 0 
Federal-Mogul-Bower __.___. 2 6 
Federal Paper Board _....... 3 3 
*Ferro ——. gcse: 3 
Fibreboard “Paper ‘Prod. Sa 3 
Firestone Tire & Rubber ... 44 = 47 
Flintkote __. a, 8 
Food Mach. & Chem. See 
Foote Mineral __.______- re 2 1 
Porm meter __........_.._... ..... 57 
*Foxboro eta inc ees a 1 
Gardner-Denver 5 | 
Gen. Amer. Transportation 43 49 
General Dynamics _............. 6 8 
General Electric _._......._. 239 258 
General Motors — 243 255 
General Portland Cement _.. 16 18 
*General Precision Equip. .. 0 1 
General Railway Signal ___. ; 2 
General Refractories 2 1 
General Tire & Rubber 1 3 
OS RE Sees Ae 7 4 
*Georgia-Pacific a 1 
Gibson Greeting Cards - 2 1 1 
SEER a 
P. Glatfelter : 1 2 
Glidden ____. 7 7 
5.2. Goodrich - an OD GY 
Goodyear Tire & Rubber tee 62 17 
Gould-National Batteries 5 2 
, rae Peat. ae 6 
Great Northern Paper . 1 1 
EEE aan ane ? 2 0 
Haloid Xerox —_........- 1 1 
Hammond Organ , 3 3 
Harbison-Walker Refract. . 13 12 
Hart. Schaffner & Marx 2 1 
*Hazeltine _ LA 0 1 
Hercules Powder Ses .87 40 
Herts 1 2 
Hooker Chemical - ae. 3 
Ideal Cement 10 10 
Ingersoll-Rand . 50 3653 
International Bus. Mach. _ 78 109 
International Harvester _. 80 79 
Int. Min. & Chem. —...______. 1 2 
International Paper _........ 97 107 
International Salt __..._.._..... 11 10 
International Shoe ____- 5 4 
I.T.E. Circuit Breaker _...... 2 2 
Johns-Manville __. _. $8 87 
Johnson Service _.................... 2 3 
Joy Mfg. _........ seckd tle 2 
Kaiser Alum. & Chem. 37 ae ae 4 
Kimberly-Clark _................ 40 = 49 
ene a eee 2 1 
K.V.P. Sutherlan] Paper —_. 4 3 
Leeds & Northrup —_.... 1 0 
Lehigh Portland Cement _... 14 22 
Libbey-Owens-Ford Glass _. 39 42 
Liég-zunp Cup —__._.......... 19 12 
Link-Belt _. eeteee ia 18 
Lone Star Cement _.......-...__. 21 24 
Longview Fibre __....._-._. 2 2 
McGraw Edison __.....___.___... 18 19 
ee 2 
Marquette Cement —_____. 3 2 
I ns oles 1 1 
Mead a 5 
*Medosa Portland Cement _. 0 1 
Melville Shoe — oe 3 
Mesta Machine _ : 1 1 
Minn- Honeywell Regulator 6 62 
Minn. & Ont. Paper os 4 
Monsanto Chemical 50 =I 


1960 1961 


NN sobre eee 
Motorola __. = * 
Nat. Cash Register : 64 
Nat. Gypsum ____..._._.. ns 
et, Homes. 1 
Nopco Chemical 2 
No. Amer. Aviation __.. 8 
No. Amer. Car 1 
Olin Mathieson 5 





Otis Elevator _....... 
Outboard Marine _ 
Owens-Corning Fiberglas 
Owens-Illinois Glass 
Pacific Clay Products 
Penn-Dixie Cement 
Pennsalt Chemicals 
Penna. Glass Sand 
Pepperell Mfg. _. 
Philips Gloeilampen 
*Piper Aircraft __. 
Pitney-Bowes __. 
Pittsburgh Plate Glass _ 
Polaroid ______.. 

Puget Sound Pulp & Timber 
Pulman — 

Parex. ae 
Radio Corp. ‘of ‘Amer. este es 
Raybestos-Manhattan 
Rayonier Ce SS Ee 
Reliance Elec. & Eng. 
Riegel Paper se io 
Robertshaw-Fulton 
H. H. Robertson — 
Rohm & Haas ___...._. 
mueeras . 
St. Regis Paper Behe 
Sangamo Electric 

Scott Paper Ba ne ee. 
Sherwin Williams —__. 
*Simmons 
Simplicity Pattern. 
*Singer — 
Spencer Chemical - 
Sperry Rand... 
Sprague Electric _~ 
Square ‘‘D”’ pee 
Standard Pressed Steel 
Standard Register - 
Stanley Works 
Stauffer Chemical - 
J. P. Stevens __. 
Sunbeam __ 

Taylor Instrument . ems 
Tecumseh Products —....._.. 
Tennessee Corp. —........... 
Texas Gulf Sulphur _....._._ 10 
Texas Instruments ___. 1 
*Thatcher Glass _.. --__...... 0 
Thompson Ramo-Wooldridge 19 
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Timken Roller Bearing - 4 
Toledo Seale __ 1 
Torrington ins 2 
Tractor Supply —_. 1 
Trane 5 
Uarco 1 
Unilever : 2 
Union Bag- Camp Paper 30 
Union Carbide _ 207 
United Aircraft _. 15 
United Carbon _. 6 
*United Car Fastener 0 
United Engineering & Fdry 1 
United Merchants & Mfg. 2 
United Shoe Mach. E 5 
U. S. Foil - 1 
WU. 8. Gypsum . 80 
U.S. Pipe & Foundry 5 
U. S. Plywood . 2 
U. S. Rubber __ . 9 
U. S. Shoe -___._. 1 
*Universal Match 0 
Veeder-Root _ ee dae 2 
Wagner Electric = 1 
West Va. Pulp & Paper _ 16 
*Western Auto Supply Ba 0 
Westinghouse Elec. - 103 
Weyerhaeuser : anes, 
Worthington sie eae a 
Wyandotte Chem. _. ce 
Yale & Towne —....___ 10 
Zenith Radio _ se eee 1 


MERCHANDISING & MISCELLANEOUS 


Allied Stores 16 
Amer. Broadcasting- Para- 
mount Theatre _ 1 
Amer. Express .. Seth 3 
*Amer. Factors : 0 
Amer. Stores 8 
Associated Dry Goods . 1 
Avon Products 1 
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*Colonial Stores - 
Columbia Broadcasting 
R. R. Donnelley & Sons 

*Dow Jones ___.. 
Edison Bros. Stores 
Emporium Capwell - 
Federated Dept. Stores 
First National Stores 
Food Fair Stores _ 

W. P. Fuller 

Gimbel Bros. 

Grand Union 

W. T. Grant 

Great Atlantic & Pac. Tea 
*Grolier _ 

Hilton Hotels 

*Henry Holt 
*Holt, Rinehart & Winston 

*Kingsport Press 
S. S. Kresge 
S. H. Kress _ 

Kroger - 

*Lerner Stores 
McGraw Hill 
R. H. Macy 
Marshall Field 
May Dept. Stores 
Montgomery Ward 
G. C. Murphy 
J. J. Newberry 
A. C. Nielson 
Oahu Rwy. & Land 
J.C. Penney 
Red Owl Stores 
Rose’s Stores _.......... , 
Safeway Stores _...._. 
Sears, Roebuck 
*Simpsons, Ltd. _. 
Spiegel _ és 
Storer Broadcasting _ 
Thrifty Drug Stores _. _ 
ee eat 
White Stores _ Rescues 
F. W. Woolworth - 
Winn-Dixie Stores 
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PETROLEUM, MINING & METALs 


Allegheny Ludlum Steel __. 


Aluminium, Ltd. oes 
Aluminum Co. of Amer. 
Amerada Petroleum 
Amer. Metal Climax 
Amer. Smelt. & Ref. - 
Anaconda ____.___. 
Armco Steel __. 
Atlantic Refining 
Ayrshire Collieries 
*Belco Petroleum 
Bethlehem Steel _. 
Bridgeport Brass 
Carpenter Steel 
Cities Service , 
Cleveland Cliffs Iron 
Consolidation Coal - 
Continental Oil _. 
Cypress Mines . 
Freeport Sulphur _ 
Granite City Steel 
Gulf Oil 
Halliburton 
Honolulu Oil 
Hudson Bay Min. & Smelt. 
Inland Steel . 
International Nickel m 
Island Creek Coal 
Kennecott Copper _. 
Kern County Land _.. 
Kewanee Oil - 


Louisiana Land & Explor. = 
Minn. Mining & Mfg. __... 
Mueller Brass _.................. 
National Lead 


National Steel 


Newmont Mining 


New Jersey Zinc - 
Ohio Oil 
Peabody Coal - 
Phelps Dodge : 
Phillips Petroleum - 
Pure Oil 

Republic Steel 


Reynolds Metals __....... 
Richfield Oil 


Royal Dutch Petroleum neta 


St. Joseph Lead _____. 
Safway Steel Prod. - 
Schlumberger _ 
Shamrock Oil & Gas __... 
Shell Oil .. 

Sinclair Oil 
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Revere Copper & Brass __.... 


3 
9 
3 
16 
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13 
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és 1960 1961 1960 1961 1960 1961 1960 1961 
"7 OS ESP cnertaeen eo rmnenae 1 2 Te 7 6 Public Service Elec. & Gas. 35 41 Wisconsin Pwr. & Lt. _... 1 2 
3 Socony ‘tobil Oil -.......... 17? 16s iam ih... 57 62 #£Public Service—Colorado ... 34 32 Wisconsin Pub. Serv. ......_ 9 8 
: Southl: 1 oe, a wastes 3 2 East. Gas & Fuel Assoc. __..... 1 1 Public Service—Indiana _.... 39 39 
Standa: Oil—California _.116 125 El Paso Nat. Gas ........... 14. 16 *Public Service New Mexico. 0 1 : . 
. Stande ‘ Oil—Indiana __._... 102 97 Equitable Gas — ae Puget Sound Pwr. & Lt. ___. 10 9 TRANSPORTATION 
2 Standa Oil—Kentucky -... 8  Seaee 11 11 Rochester Gas & Elec. .....15 13 Amer. Airlines... 2 1 
i. Standu: . Oil—New Jersey 245 253 Florida Pwr. & it. —__.__ 23 22 San Diego Gas & Elec. ___... 7 6 Atch. Top. & Santa Fe _...... 47 49 
82 Standa:| Oil—Ohio __...... 11 9 General Public Utilities __.. 46 46 Savannah Elec. & Pwr. _...... 2 2 Baltimore & Ohio _............... 1 1 
23 Stoneg: Coke & Coal ..._._ 1 1 General Tel. & Electronics . 42 41 South Carolina El. & Gas. 11 14 Buckeye Pipe Line __._... ae 2 
3 Sunray “Mid-Continent Oil. 10 10 Gulf States Utilities — 37 87 South Jersey Gas... 2 0 Carolina. Clinchfield & Ohio 3 3 
1 Texaco annveesnsnecenecenn=-neneeenee 190 198 Hackensack Water... 2 3 Southern Co. . —...........59 66 Chesapeake & Ohio —.. 34 637 
2 Texas i ‘cific Coal & Oil 2 2 Hartford Elec. Lt... 3 2 So. California Edison _...... 79 85 Chicago Great Western _.... 1 1 
f Union ‘ \|—California —. - 7 6 Hawaiian Electric — 1 2  §o. Colorado Pwr. _....... 1 1 Cleveland & Pittsburgh —... 1 1 
“ United lectric Coal 1 1 Hawaiian Telephone 1 1 So. Indiana Gas & El. _._ 2 2 Denver & Rio Grande 
: U. S. Steel Ee ee 148 164 Houston Ltng. & Pwr... 832.336 So. Natural Gas .. : 14 12 OR Ee, 3 
I Univers:.! Oil Products —..... 1 0 Houston Nat. Gas 0000. 1 1 So. New England Tel. ___ 5 4  Kastern Airlines _... 1 1 
0 Virgini: Coal & Iron _.... 1 2 *Hugoton Production 0 1 Southern Union Gas 2 2 Great Northern —...... 15 13 
Warne: . eee ne 1 3 Idaho Power . 2 19 Southwestern Pub. Serv. - 8 10 Greyhound ; 1 1 
; Woodw: rd Iron - 1 1 Hiinois Power ——__.___... 46 44 Stamford Water 1 1 *Illinois Central - os 0 1 
8 Youngstown Sheet & Tube . 10 9 Indianapolis Pwr. & Lt. ....19 20 Tampa Electric eae q 7 Kansas City Southern . 4 6 
1 Pusisc Urasrens International Tel. & a 3 5 Telephone Service—Ohio _ 1 0 Louisville & Nashville __.. 11 9 
40 — ‘ International Utilities _......_ 1 2 Texas UGitie —.._._..._...... 68 62 N. Y., Chic. & St. Louis - 1 2 
1 aeeeen <oe8 6 8 1 Interstate Power -_......... 4 4 Tee: Bee 2 0 Norfolk & Western ___. 27 34 
‘ Allegheny Pwr. Sys. -............ 10 =16 Iowa-Illinois Gas & Elec. _... 7 9 Tucson Gas El. Lt. & Pwr. 1 1 *North Penna. ; 0 2 
‘ pees. Diec. Pre... 99 104 jowa Por. & 14. —___. 9 9 Union Electric (Mo.) - 21 23 Northern Pacific 4 5 
, Amer. Nat. Gas: —..._.._.......... 3D 42 Kansas City Pwr. & Lt. __..... 16 16 United Gas ____. ee cae 16 Panhandle East. Pipe Line . 14 12 
51 Amer. Tel. & Tal. ._._........ 222 8865 Kansas City Gas & Elec. __-. 4 5 United Gas Improvement _.. 10 11 Piedmont & Northern 1 1 
46 *Amer. Water Works -_.- 0 1 Kansas City Pwr. & Lt. —_... 8 7 United Illuminating 1 1 Rich., Fred. & Potomac ~ 1 1 
10 Arizona Pub. Serv. ee | 7 Kentucky Utilities — 3 United Utilities 1 1 Seaboard Airline _.. 6 4 
9 Arkansas-Louisiana Gas _... 6 7 Laclede Gas Speke cents 3 Utah Power & Lt. < a 11 Southern Pacific Rwy. — 13. =o 
9 Arrow Head & Puritas Lee Telephone __._. 1 Virginia Elec. & Pwr. 69 66 Southern Rwy. _.. 15 15 
‘ TO” srasesrmxcoesieeteedes ui ee 1 Lone Star Gas _.. ___._... 25 Washington Gas Lt. 5 6 Tennessee Gas Trans. - 14 17 
145 AGenta Gas Lit... 0 Long Island Lighting —_____.. 6 Washington Water Pwr. 5 4 Texas Eastern Trans. 1 1 
1 Atlantic City Elec. —....... 5 8 *Louisiana Gas Service _..... 0 3 West Const Ta, —......... 1 1 Union Pacific 69 = 81 
1 Baltimore Gas & Elec. _........59 62 Louisville Gas & Elec. _..... 6 8 Western Mass. Cos... _ 8 3 Union Tank Car __.. 7 6 
37 Black Hills Pwr. & Lt... 1 1 Madison Gas & Elec. 2 2 Western Union Tel. 1 2 United N.J.R.R. & Canal 1 0 
168 Boston Edison —.............. 20 21 Middle South Utilities _...... 51 55 Wisconsin Elec. Pwr. 37 42 U. S. Freight 1 1 
1 British Columbia Tel. —... 2 1 Minneapolis Gas __.......... 1 1 
1 Brooklyn Union Gas ___...- 6 4 Minn. Pwr. & it... 3 2 fie “ — _— ip = 7 
1 *California Elec. Pwr. -. 0 1 Miss. River Fuel een | 4 . 7 . 
Carolina Pwr. & Lt. 29 28 Montana-Dakota Utilities . 2 3 NEW COMMON TRUST FUNDS — The following Common Trust 
Carolina Tel. & Tel. _..... 3 3 Montana Power ......-............. 7 7 St anh c 
itimanitinmitit+ =v“... « « ——= =o a added te Ge liscs pr weeny published by 
31 Central Illinois Lt. _.......___. g& 9 New England Elec. System — 10 13 TRUSTS AND ESTATES (starting dates shown pal enthetically ) . 
3 Central Illinois Pub. Serv. . 12 14 New England Tel. & Tel. _. 3 2 
E Central Louisiana Elec. _..... 2 i New Jersey Nat. Gas _......... , 1 Bank Type 
Central Maine Pwr. -_............ 1 1 N. Y. State Elec. & Gas ___. 27 «8429 
LS Central & Southwest _.......... 59 65 Niagara Mohawk Pwr. ......59 55 Morgan Guaranty Trust Co., New York (3-1-61) Mun. 
4 Cincinnati Gas & Elec. _...... 43 45 Northern Illinois Gas ____._.. ll 11 . rade 
15 Cincinnati & Sub. Bell Tel. 2 2 Northern Ind. Pub. Serv... 4 5 Ohio National Bank, Columbus (2-28-61) -CS&FI 
12 Cleveland Elec. Illum. -........ 57 56 Northern Nat. Gas __......... 35 32 First Continental National Bank & Trust Co., 
13 *Colorado Central Pwr. __... 0 1 Northern States Pwr. -__....... 34 31 ‘ 
3 Colorado Interstate Gas _...... 3 5 Chis Raison 48 651 Lincoln, Neb. (2-1-61) __.__._. CBS Pi 
18 Columbia Gas System —_..... 26 8634 Oklahoma Gas & Elec. _ 8 12 First National Bank of Nevada, Reno (1-31-61) _.... CS & FI 
9 Columbus & S. Ohio Elec. _.. 7 9 Oklahoma Nat. Gas 7 sf 
51 Commonwealth Edison _...... 87 85 *Orange & Rockland Utilities 0 1 New England Merchants National Bank, Boston 
25 Commonwealth Nat. Gas ... 2 S Pacific Gas & Elec. _.. .......... 83 
1 Community Pub. Serv. _..... 1 1 Pacific Lighting __. 31 (11 1-60) eer en ae -2CS&B 
1 Connecticut Lt. & Pwr... 7 7 Pacific Pwr. & Lt. - 0 SETI, -sisiibicdetctnecanduisiabiyniniia- naib aeiegvcdinniniets Mun. 
88 Consolidated Edison __........ 54 52 Pacific Tel. & Tel. _............. 2 3 - . : 
1 Consolidated Nat. Gas __..... 52 54 Pease. Pwr. & Lt. ............ 31 31 First National Bank, Danville, Va. (11-1-60) wi in D 
2 Consumers Pwr. _......... _69 80 Peoples Gas Light & Coke... 26 24 
5 Dayton Pwr. & Lt. __.. ..30 28 Philadelphia Electric 93 Key: CS—Common Stock; FI—Fixed Income; B—Bonds; 
1 Delaware Pwr. & Lt. _....... 15 18 Portland Gen. Elec. -... 3 " ‘ es 
4 Detroit Edison 18 17 Potomac Elec. Pwr. 11 D—Discretionary; Mun.—Municipal Bonds. 
(it 
0 
; ee 
2 
85 
16 
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n ri-Continenta THE CINCINNATI GAS 
122 i, ° 
0 Notice to Security Holders of 
S THE Dayton Power AND 
39 A Diversified Closed-End 
0: Licht ComPpANY Investment Company 
98 Earning Statement_for Twelve Months 
42 Period Ended February 28, 1961 First Quarter Dividends 
i The Dayton Power and Light Company 
1 has made generally available to its security Record Dcte March 21, 1961 
39 holders, in accordance with the provisions j . 
1 of Section 11 (a) of the Securities Act of 30 cents a share Over 109 Jears of uninterrupted 
39 eh ee Se See, tent cash dividends on common stock 
ef e months period ended Februa 
. -». wre — began after the effective on the COMMON STOCK The 
“ ate of the Company’s Registration State- A 
20 ment, SEC File No. 2-16050, (effective Payable April 1, 1961 Board Direct has 
4 February 15, 1960), relating to the $25,- r of : wrectors ; 
" rg elle igh apeelomgy By edhe! 67% cents a share on the deemed « dtinent, of 52° eunte 
16 the Company will mail copies of such $2 70 PREFERRED STOCK per share payable May 15, 1961, 
i earning statement to security holders of . ‘ to shareholders of record 
the Company and other interested parties. Payable April 1, 1961 “ 
: The Dayton Power and Light Company ‘ April 14, 1961. 
4 25 — 7’ — MILES J. DOAN, SECRETARY 
55 March 27, 1961 a 65 Broadway, New York 6, N. Y. 
45 
sres § APRIL 1961 
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T IS A FAR CRY FROM PROFESSIONAL 
acted tenets to justify unwise 
commitments on the ground that a profit 
was realized. Such a defense could be ex- 
tended to include such imprudent adven- 
tures as wildcat oil drilling. Trust invest- 
ment analysts know that such utilization 
of funds would expose beneficiaries to 
an unwarranted degree of risk. If any- 
thing goes — no matter how unreason- 
able — provided it rings the cash regis- 
ter, looseness in handling other people’s 
money would even sanction use of a 
“fool-proof” system in roulette in Har- 
old’s Club in Reno, Nevada. 

The wellbeing of the beneficiary calls 
for a delicate balance between foolish 
and excessive hazards, on the one hand, 
and avoiding proper business risks 
through retreat into “too-blue chips” or 
all-bond investment in times of economic 
growth and inflation, on the other. 

There should be no inflexible taboo 
against investment in securities of new 
and promising industries based on ap- 
plied scientific research. But unless there 
is-a history demonstrating managerial 
competency and an earnings record, the 
burden of proof is on the professional 
investor. The test is not newness but 
whether the purchase is made on a rea- 
sonable appraisal of value rather than 
on the expectation that outright traders, 
in a spirit of emotional excitement, will 
relieve you of an overvalued commit- 
ment at a still higher price. 

The dynamic trustee is nevertheless 
consciously having to resist pressures to 
win points on the investment applause- 
meter by subscribing to unseasoned new 
issues such as photographic, electronic 
specialty and other so-called glamor 
stocks, which are priced without regard 
to value in order to exploit passing fash- 
ions in speculative taste. 

In evaluating securities of new indus- 
tries, it is essential to keep in mind that 
annals of corporate business clearly indi- 
cate that even in a new industry with a 
brilliant future, only a fraction of the 


starters survive —- those with superior 


know-how and managerial skill. 
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ECONOMIC TIDES BENEATH THE MARKET... . 


MERRYLE STANLEY RUKEYSER 


KEEPING INVESTMENT AND ESTATE PLANS IN TUNE 


The automobile industry is a dramatic 
reminder of this economic principle. 
Though fortunes were made by early 
buyers of General Motors, Chrysler and 
by the initial partners of Henry Ford, 
the emergence of the industry as an eco- 
nomic giant did not save a vast array of 
car makers from extinction. The disap- 
pearance of such once fine cars as Pierce 
Arrow, Peerless, Packard, Reo, Haynes, 
Stearns, Stanley and scores of others, is 
a reminder that in a profit-and-loss sys- 
tem there is inequality in the reaping of 
rewards. 

There is no doubt that great expan- 
sion is ahead for the scientific industries, 
including electronics. But already the 
prudent leaders in electronics are trying 
to build survival quality into their com- 
panies through product diversification 
and mergers so that they may outlast the 
coming eventual shakeout period. 


In order to avoid the excesses of the 
investment evil of playing safe at all 
costs, the estate builder should set terms 
and conditions in his will which encour- 
age fiduciary managers to use their best 
judgment. The language in the will 
should be explicit to foster legitimate 
risk taking, and heirs should be admon- 
ished to be tolerant of honest mishaps. 
The Massachusetts “prudent man” law 
is more realistic than the more restric- 
tive New York statute. And with accept- 
ance of the new concept of balanced in- 
vestment of trust funds, it is essential to 
regard the fund as a whole as a measure 
of the efficiency of management. It is 
contrary to the true interests of the bene- 
ficiary to treat each segment of the fund 
as a separate entity and to deny the right 
to offset occasional losses with gains. To 
do so promotes an excess of caution in a 
dynamic world in which the use of con- 
structive imagination is beneficial and 
even essential to protection of real val- 
ues. 


High Pressure or High Grade? 


Heavy mail over four decades from 
readers of my newspaper and magazine 
articles and of my seven books, and lis- 








teners on radio and viewers on TV, dis. 
closes a strange and tragic paradox, 
There is almost an inverse ratio between 
the quality of investment services and 
the accompanying ballyhoo in sales and 
advertising effort. 

This difference does not stem entire- 
ly from a sense of dignity on the part of 
vendors of high quality investment serv- 
ices. There is, broadly speaking, a big. 
ger allowance in the sales price of serv- 
ices of lesser quality for their exploita- 
tion. 

Thus the vendors of quasi-tipster serv- 
ices in printed form have a maximum 
margin for selling expenses. The editor- 
ial cost (research and writing) of such 
periodical bulletins is not raised by 
broadening circulation; bigger sales in- 
crease only printing and postage costs. 
Direct mail experts compute to the pre- 
cise decimal point the amount such a 
concern can profitably pay to procure a 
new subscriber through advertising. 

On the other hand, reputable invest 
ment counsel firms who give clients in- 
dividual tailor-made service rarely resort 
to competitive advertising. Similarly, 
there is only a whisper about the “no 
load” mutual funds, which these firms 
operate as a sideline to take care of rela- 
tively impecunious relatives and friends 
of clients. Such securities get distribu- 
tion primarily on the initiative of the 
buyer. On the other hand, competitive 
mutual funds, with a load of around 8% 
for selling expenses, can afford to ring 
door bells and advertise extensively to 


the public. One large distributive group | 


in Minneapolis stays away from experi: 
enced stock and bond salesmen, and con- 
centrates on community leaders who 
breed confidence, such as school supet- 
intendents and principals. 

Another high-grade medium of invest: 
ment, about which there is almost a con- 
spiracy of silence, are the common trust 
funds operated by banks and customers 
for trust purposes. In addition to the 
small margins on which such institutions 
operate, bank officers are needlessly in 
hibited by a misunderstanding of the 
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rules on {und publicity laid down by the 
Federal !teserve authorities. 

Similarly the blue ribbon item of the 
fduciary services of banks and trust 
companies is undersold to a spectacular 
extent. Avainst the 8% load, plus annual 
charges {or mutual fund management, 
the fees of corporate fiduciaries for liv- 
ing trusi- are dramatically low. But this 
public realization of comparative costs 
and relative quality has not percolated 
down to the man in the street. This may 
come as a shock to those who have pre- 
pared pamphlets and to associations 
which have put out reports. Perhaps the 
point can be driven home by recalling 
an experience of my late friend and for- 
mer colleague, Arthur Brisbane, who 
was always intrigued by sidelines and 
outside capital gains ventures. One day 
he asked a theatrical group if it would 
care to join him in producing the play 
“Ben Hur.” Not wishing to be discour- 
teous, especially to one who wielded 
such a powerful pen, the spokesman for 
the group tactfully said: “It’s a great 
idea, but we should point out that the 
play was done in New York some years 
ago and ran for 1,000 performances.” 

Mr. Brisbane was quick to reply: “Do 
you realize that three million persons 
have been born in this city since ‘Ben 
Hur’ was last presented?” 

In the competition for public favor 
for quality services, perhaps a stronger 
and more persistent sales effort is indi- 
cated. This must in the last analysis rest 
on the profit motive, but in addition it 
is possible to put emotional steam and 
moral fervor behind such a repetitive 
campaign through consciousness of mak- 
ing available services of a higher quality 
than those that will be used if trustees 
remain silent. 

In merchandising high quality serv- 
ices, it is misleading to overstress cost. 
On balance, good investment manage- 
ment and effective custodial physical 
care of securities really cost nothing, but 
actually save the client money through 
avoidance of errors based on ignorance 
and neglect. 


Keeping Abreast of Change 


As there is fresh talk of tax reform 
and re-codification of the statutes, it 
should be borne in mind that the situa- 
tion is shot through with a demagogic 
bias. This is sometimes expressed in un- 
scientific terms as the intent to soak the 
rich. 

In light of this, indirect approaches 
have historically been shown to be effec- 
tive. Giant strides toward tax relief were 
accomplished by soft pedaling fiscal con- 
siderations and by putting accent on the 
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Behind the story of Vepco’s continuing progress... 
Growth—in number of customers and customer usage. 
Economy & Efficiency—watchwords of Vepco management. 
They add up to increased earnings for shareowners. Better 
service for customers... at reasonable rates. 

Another year of progress at Vepco. 





For your copy of our 1960 Annual Report please write to: 
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Increase 

1968 over 1959 

Property and Plant $53,000,000 
Operating Revenues 160,588,000 9,732,000 
Balance for Common Stock 27,720,000 2,328,000 
Earnings per share $1.86 $.16 


761,700 18,600 


$718,000,000 


Customers—Electric 
Gas 100,800 3,300 


Electric Sales—thousands of kwh 
Service Area Peak Load—kw 
Gas Sales—thousands of cubic feet 


8,110,000 
1,772,000 
7,874,000 


607,000 
155,000 
907,000 
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sanctity of marriage. Thus, on the 
ground of putting all segments of the 
country on a par with the community 
property states, important income and 
inheritance tax relief was accomplished 
through the marital split. 

The impact of this on the status of in- 
come recipients and heirs is, of course, 
well known to attorneys, trust officers, 
and certified public accountants. Time 
tends to make all wills obsolete, but ob- 
viously those written before the marital 
split authorization are especially archaic. 

It would be a service to clients if more 
attorneys and trust officers would at 
least once in five years advise a new 
look at wills in light of changing ex- 
ternal, as well as family, circumstances. * 

In life insurance much lip service is 
paid to the concept of making periodical 
inventories of an insurance setup, but in 
practice this is honored much more in 
the breach than in the observance. Life 
underwriters are notoriously neglectful 
of their own customers, potentially the 
richest market for new business. 

In every man’s life cycle, there comes 
a period for considering sloughing off 
on insurance costs, instead of increasing 
them. Trade “ethics” sometimes try to 


*See Bar Association Ethics Rulings in Mont- 
gomery, “Servicing of Wills,” Trusts ANpD Es- 
TATES, May 1941, p. 499. 
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becloud the economic realities by talking 
pompously about the sacredness of life 
insurance. Insurance, like other financial 
commitments, should be subject to modi- 
fication — up or down — in accordance 
with changing needs and objectives. 

If the insured did not choose to put a 
termination date on the obligation to 
pay premiums through such programs as 
twenty year endowment or limited pay- 
ment life policies, he can, in effect, 
nevertheless achieve similar results with 
ordinary whole life insurance. At retire- 
ment, he can stop premiums by electing 
to take paid-up policies for reduced 
amounts or can select extended insur- 
ance for the full amount for a stipulated 
number of years. Another alternative is 
to take cash values and invest them in 
income producing securities. Likewise, 
as the urgency of providing for depen- 
dents declines, the insured can drop term 
coverage. Perhaps he has planned his 
course in advance through diminishing 
term policies or through such insurance 
packages as the family income policy. 

Self-evident as these adjustments to 
aging seem to be, they are overlooked by 
many. Thus, a retired man of 86 living 
with his spouse on the fruits of his sav- 
ings, was hard pressed for income to 
meet living expenses, including medical 
emergencies, yet he was continuing pre- 
miums on his ordinary life policy. He 
needed to be reminded to switch into an- 
other gear and put emphasis on increas- 
ing income now, rather than on capital 
accumulation. 

Now that inflation has lifted the cost 
of living above levels that most oldsters 
expected during their prime, they are 
justified in setting up systematic and 
well conceived plans to supplement in- 
sufficient income by invasion of princi- 
pal on a sensible basis. 

Since the philosophy of contemporary 
taxation tended to break up family for- 
tunes, there is a growing tendency to 
look upon portfolios of securities, insur- 
ance and other assets as devices for sat- 
isfying specific human _ requirements 
rather than something worth building 
for the mere sake of seeing the estate 
grow for the benefit of relatives and dis- 
tant remaindermen. 


The ‘Money-Makers’ 


Two views of what’s behind current 
unemployment were dramatized in testi- 
mony before the Congressional Joint 
Economic Committee. President Ken- 
nedy’s new chairman of the Council of 
Economic Advisers plumped for using 
the therapeutic tool of money manipu- 
lation. Walter Heller declared that “re- 
versal of the recession is only the be- 





ginning, not the end of the task of re. 
storing momentum to the American 
economy.” In order to achieve his goal 
of cutting unemployment from 6.8% of 
the work force to 4%, Mr. Heller, in 
the Keynesian spirit, ballyhooed for 
more economic growth through stepped 
up government spending and cheaper 
money. 

Before the same committee, William 
McChesney Martin, chairman of the 
Federal Reserve’s Governing Board, 
pointed to non-monetary causes of the 
dearth of jobs. Mr. Martin underscored 
technological factors which are leaving 
some less skillful workers behind, and 
he pointed to the significant factor that 
the hangover of what he termed “hard 
core” unemployment has been succes. 
sively larger after each of the last three 
recessions. 

Before getting to Mr. Martin’s Rx, 
it should be revealed parenthetically 
that the cost-price squeeze, the decline 
of business profit, and the emergence of 
tougher foreign competition point to the 
need cf more cost-cutting automation 
here — not less. Thus Roy Blough, 
chairman of United States Steel Cor- 
poration, revealed that, despite the low 
rate cf operations last year, Steel spent 
the second largest sum in its history on 
new and more efficient facilities. He 
bucked prevailing demagoguery and eco- 
nomic emotionalism when he argued 
that such a step-up in efficiency is needed 
to assure job security. There can be no 
negotiated or manipulated job security. 
Dependable employment results when 
customers voluntarily place orders. Thus 
it would be a snare and delusion to as- 
sume that work can be shared through 
backsliding in technology and return to 
a greater degree of non-mechanized 
labor which would only result in pricing 
us out of the market. 

In this same spirit, Mr. Martin turned 
the attention of solons from money 
manipulation and pump priming to such 
constructive proposals as retaining work- 
ers and helping them to transfer from 
receding regions and industries to eX 
panding industries. 


It has been remarked that even the’ 


Supreme Court looks at the election re 
turns. In a desire to be flexible with the 
Kennedy Administration, Mr. Martin 
seemed to go along in trying to bring 
cown long-term interest rates as a meals 
cf stimulating economic activity. 

It will take some doing, however, te 
keep short-term rates high enough to 
stop transfers of funds abroad while 
casing long-term rates. Even before the 
Federal Reserve got into the complica: 
tion of adjusting to the New Frontier, 
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ss to dictate business and em- 


its eager 
ployment olume induced artificial mon- 
etary eas Which tended to abort cor- 
rective 1 djustments in the economy. 
Such in! rference may have indeed 
shortenec the time periods from one re- 
cession ti the next. 

Mr. K:»nedy made it clear before 
he enterec the White House that, despite 


the techni'al independence of the Feder- 


al Reserv. he thought that the Presi- 
dent, in exerting leadership, could influ- 
ence policy. 

In light of this and of the partisan 


attack on “tight money” during phases 
of the Eisenhower period, Mr. Martin 
must have searched his conscience as to 
whether the public interest would be 
better served by his continuance in of- 
fice or his resignation. This problem re- 
calls a conversation this writer had early 
in 1933 with the late Eugene Meyer, 
then head of the Federal Reserve by 
virtue of appointment by former Presi- 
dent Hoover, in which he asked whether 
he ought to resign to give President 
Roosevelt the opportunity to select a 
more congenial personality. I strongly 
urged him to stay on to dramatize the 
non-political and independent status of 
the Federal Reserve System. 


Free Market Concept Important 


Trust officers and bank officials are 
concerned with the conflict between 
Federal intervention and a free market 
not only because of the practical impact 
on interest rates and the market position 
of securities, but also for a long term 
institutional reason. Their stake is in 
fostering appreciation of the concept 
of voluntary, competitive, free market 
society. To the extent the American 
economic system becomes eroded along 
“mixed economy, welfare state” lines, 
the position of voluntary financial insti- 
tutions, including banks and insurance 
companies, becomes, to a degree, im- 
paired. If a country is to go down the 
toad of centralized economic planning, 
the role of voluntary institutions tends 
to become relatively circumscribed. In 
a welfare state, the functions of volun- 
lary institutions tend gradually to be 
absorbed by government. 

I respect self-abnegating persons who 
advocate change even at their own ex- 
pense, provided they know what they 
are doing. But too frequently non- 
analytical folk are bamboozled by glib 
phrase-makers into acting contrary to 
enlightened self interest without recog- 
nizing that they have chosen the road 
fo economic suicide. 

The semantic trick of prodigal govern- 
ment spenders is to publicize benefits 
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while concealing costs. In the interest of 
fostering the eminently productive 
American merit system, it behooves us 
to alert Peter that he is being hurt by 
the effort to subsidize Paul. Likewise, 
while in low income subsidized housing, 
the windfall is enjoyed by the low men 
on the economic totem poll, the adven- 
ture dilutes the system of rewards and 
incentives. This is discernible in the 
impact on more efficient workers in the 
next higher income brackets, who by 
dint of successful effort have priced 
themselves out of eligibility for some- 
thing for nothing in the form of sub- 
sidized public housing. In the resultant 
anamoly, the next higher bracket of in- 
come workers not only must put up with 
less desirable types of private housing, 
for which others must defray the costs, 
but they must also pick up the tax tab 
for the lower income workers in tax 
exempt structures. 

Of course, the gradulated income tax 
similarly operates to impair the incen- 
tive system. While there is no ceiling 
on payments for personal services, the 
fruits are curtailed by tax rates running 
up to 91%. 

Every action in economics causes a 
reaction. And the tax structure creates 
a vast demand for tax-free state and 


municipal bonds and all varieties of tax 
“shelters.” But it is difficult to revise 
the unscientific tax statute because of 
survival of the boob appeal circulated 
in the House in 1932 by the late Fiorello 
LaGuardia, then a Republican and for- 
mer Socialist Representative from New 
York City. In opposing a sales tax, La- 
Guardia indicated that a tax on trans- 
actions would soak the poor. Instead he 
advocated and psychologically prepared 
the country for a more deeply graduated 
income tax which he promised would 
“soak the rich.” Attractive as the phrase 
may appear to be, it has proved to be 
unfounded: some 84% of revenue on the 
personal Federal income tax revenue 
stems from the basic 20% rate affecting 
all taxpayers. Running the Federal Gov- 
ernment by a plan to “soak the rich” 
at first blush seems seductively attrac- 
tive, but even if the escape routes of 
tax-exempt bonds. and tax shelters were 
shut off, the proposition would fail be- 
cause of the simple statistical fact that 
the bulk of national income, which is 
the source of taxes, goes to workers and 
others in the lower and middle income 
brackets. Total confiscation of the in- 
come of the very rich would leave the 
government starved for revenue. 
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We mean the working deposit a broker may carry with a banker. Any 
given amount of money that can multiply itself dozens of times over 


Good business for bankers? Of course. And good reason why they 
direct most of their brokerage business to depositors. But there could 


For example, here at Merrill Lynch, we’ve geared ourselves to provide 
the finest service for banks we think you can find — almost anywhere. 


We can supply current quotes, specific security prices for almost any 
date in the past—or complete portfolio evaluations for estate 


We take legal transfers completely off your hands... 

We furnish a wealth of reports on business in general—on individual 
industries and companies—on stocks, bonds, and commodities . . . 
We can fill in your representatives on local business developments 
in thousands of communities through our 130 offices from coast-to- 


For more details on these services—or any other particular facilities 
we may be able to place at your disposal—we’ll be pleased to arrange 
for a conference—at your convenience. 

Simply contact us in confidence, by writing to — 


ALLAN D. GULLIVER, Vice President 
Bank Relations Department 


Merrill Lynch, Pierce, Fenner & Smith Inc. 


Members N.Y. Stock Exchange and other principal Stock and Commodity Exchanges 
70 PINE STREET, NEW YORK 5, N. Y. 
142 offices in U.S., Canada and abroad 


Total assets in excess of $600,000,000 














Review of the year’s activities and 
the conditions underlying them is the 
normal theme of a financial institution’s 
report to its stockholders — and its cus- 
tomers and community. But in these 
days of close international interrelation- 
ships, it is pertinent to note what some 
of the leading financial observers fore- 
see as to our forthcoming problems and 
possible solutions. 

Among the many hundreds of annual 
bank reports (and this is one of the few 
avenues of wide community communica- 
tion used by bankers) a growing num- 
ber have sought to relate local to inter- 
national conditions. We are not, unfor- 
tunately, potentially compatible mem- 
bers of One World, but participants in a 
struggle between Two Worlds. Thus, the 
observations of the banking leaders re- 
corded below take on a special signifi- 
cance which deserves an audience in our 
own communities, our country’s capital 
and the capitals of the world. 


Chemical Bank New York Trust Co. — 
The free world is depending on the 
United States to keep itself economically 


THE AMERICAN ECONOMY — 
BANKERS LOOK AHEAD 


and militarily strong. Soundness of the 
dollar is the key to both of these, There- 
fore, we must continue policies which 
will convince people everywhere that we 
mean to defend the dollar at all costs. 
We must show that we mean business by 
taking steps to improve our international 
balance of payments situation and also 
work toward a balanee in our domestic 
budget. 


Federation Bank and Trust Co., New 
York — Heavy foreign aid payments 
and a rising tide of American invest- 
ments overseas have maintained pay- 
ments deficits at a higher level than most 
fiscal authorities believe can long be 
sustained. 

In the post World War II period, 
American industry had little to fear 
from foreign competition. Rehabilitation, 
modernization, and expansion of indus- 
trials plants in Western Europe, the 
United Kingdom and Japan have brought 
about a radical change in the competi- 
tive situation. Increased productivity 
which would be reflected in higher real 
wages at lower price levels on the domes- 
tic front, plus a determined effort on the 
part of the free nations to contribute 
more substantially toward mutual de- 
fense and assistance to under-developed 
areas; accelerated foreign debt repay- 
ment, and the exercise of restraint in 




















This is not an offer to sell the Fund’s Capital Stock. The offer is made only by the Prospectus. 


Westminster Fund, Inc. 
Capital Stock 


The original termination date for depositing securities in exchange for shares 
of the Fund’s Capital Stock has been extended to June 12, 1961. 


Westminster Fund is a mutual fund seeking possible long-term growth of capital and income. Its shares 
will be issued in tax-free exchanges for acceptable securities deposited for this purpose. The basis of 
exchange will be one share of the Fund for each $12.50 of market value of securities so deposited after 
deducting from such value compensation to the Dealer Manager and Soliciting Dealers as described in 
the Prospectus. The minimum amount of any deposit of securities’ is $25,000. 

A copy of the Fund’s Prospectus may be obtained, in states where authorized for distribution, from 
your local securities dealer or Kidder, Peabody & Co., 17 Wall Street, New York 5, N. Y. 


KIDDER, PEABODY & Co. 


Dealer Manager 


April 10, 1961 
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conversion of dollar holdings into golq 
are the basic ingredients of a long-term 
policy of economic stability at home ang 
an enlightened economic policy abroad, 
which we must constantly seek. It jg 
generally conceded that such a program 
would require more sophistication, self. 
discipline and a greater degree of mutual 
understanding between management, 
labor and Government than developments 
in recent years have given our complex 
socio-economic system reason to hope for, 
This is an important area for the exer. 
cise of persuasive leadership and effec. 
tive diplomacy by the new Administra. 
tion. 


Fidelity-Philadelphia Trust Co. ~ We 
have incurred sizeable annual deficits jy 
international payments in spite of sub. 
stantial favorable balances on current 
commercial account. The main factors 
are the net outflow of private invest. 
ments, military expenditures abroad and 
government foreign aid and loans. There 
is no ready cure for this complex set of 
problems, but we must assiduously con- 
tinue to address ourselves to them. Our 
objective must be not only to achieve 
balance in our payments, but to seek 
that balance at the highest possible level, 
Only with this goal firmly in mind can 
we gain the largest measure of benefit 
to our economy and still maintain essen- 
tial military and political commitments 
abroad. 


American products could compete ef- 
fectively in foreign markets if these 
nations were as willing to meet our com- 
petition as they are to give it. Just as 
important as creating a favorable mar- 
ket climate abroad, our production costs 
must be examined. Any removal of wage- 
push inflation would seriously further 
impair our competitive position in for- 
eign markets. Likewise, domestic artificial 
price supports should be carefully re 
examined. With the lowest cost agricul 
tural economy in the world which pro- 
duces substantial surpluses, our price 
support programs have priced us ott 
of many world markets. Finally, Amer- 
ican firms, always aggressive in our 
domestic market, should constantly seek 
to sell substantially more products 
abroad. 


Irving Trust Co., New York — In the 
international sphere, 1960 will be re 
membered as the year in which the 
necessity for discipline in management 
of our international monetary affairs 
was quite dramatically imposed up0 
the United States. 

It has become clear that this nation 
cannot permit price inflation under pet 
alty of international disruption as wel 
as domestic hardship. The incoming At 
ministration must plan to build up 
actions already taken to improve ll 
balance of payments position. Ameria 
finds itself faced with growing compet: 
tion from the expanding economies 
much of the free world. This country 
applauds the economic growth of othe! 
countries and in fact takes some credit 
for having aided in this development. 

Foreign businessmen and bankers havt 
repeatedly confirmed the effectiveness © 
American competition in many _liné. 
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Neverthe’ ss, it has become increasingly 
gbvious that even small advances in costs 
and pric s could severely inhibit our 
glling st. ength. It is an absolute neces- 
ity that labor and management resist 
further ii creases in costs of production. 
. a 
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FEDERAL PAPER BOARD CO., Inc. 
Coxzmon & Preferred Dividends: 


The Board of Directors of Federal 
Paper Board Company, Inc. has this 
day declared the following quarterly 
dividends: 
50¢ per share on Common Stock, 
2834¢ per share on the 4.6% 
Cumulative Preferred Stock. 
Common Stock dividends are payable 
April 15, 1961 to stockholders of 
record at the close of business March 
31, 1961. 
Dividends on the 4.6% Cumulative 
$25 par value Preferred Stock are pay- 
able June 15, 1961 to stockholders 
of record May 29, 1961. 
ROBERT A. WALLACE 
Vice President and Secretary 
March 14, 1961 
Bogota, New Jersey 
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CONSOLIDATED 
é NATURAL GAS 


COMPANY 

H 30 Rockefeller Plaza 

E New York 20, N. Y. 
‘Tue BOARD OF DIRzCTORS has 
this day declared a regular quar- 
terly dividend of Fifty-Seven 
and One-Half Cents (57'2¢) 
per share on the capital stock of 
the Company, payable May 15, 
1961 to stockholders of record 


at the close of business April 
17, 1961. 


JOHN MILLER, Secretary 
| March 28, 1961 
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DIVIDEND No. 53 
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Pacific Gas and Pedic 
Company 


DIVIDEND NOTICE 


COMMON STOCK 
DIVIDEND NO. 181 
4 The Board of Directors on 


i, March 22, 1961, declared 
j a cash dividend for the 
first quarter of the year 
of 70 cents per share 
upon the Company's com- 
mon capital stock. This 
dividend will be paid by 
check on April 15, 1961, to 
common stockholders of 
record at the close of busi- 


ness on March 30, 1961. 


K. C. CHRISTENSEN, 
Vice President and Treasurer 
San Francisco, Calif. 
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Governmental effort is being directed 
— rightly — at increasing this country’s 
ability to compete in foreign markets. 
Efforts are being made to persuade other 
nations to reduce discriminatory obsta- 
cles to American exports. 

Some improvement in our financial 
payments position will result from econo- 
mies in Governmental outlays abroad. 
The aid programs can be modified in 
order to provide for more payments in 
American goods rather than in dollars 
without introducing the evils of trade 
restrictions, 

Manufacturers Trust Company, New 
York — We must all recognize that the 
financial and economic world is as indi- 
visible as the diplomatic world and the 
world of the intercontinental ballistic mis- 
sile. We cannot pursue a rigid nationali- 
istic monetary policy, geared solely to 
domestic economic or political goals, 
without suffering a serious loss of con- 
fidence in the dollar overseas and a seri- 
ous further drain on our gold supply. 

This plain truth will require abandon- 
ing the cheap money dogma, in circles 
where it is still held, in favor of a flex- 
ible monetary policy geared to the chang- 
ing needs of the domestic economy in 
the light of our international position. 
It will mean keeping responsibility for 
credit policy, under Congressional man- 
date, in the professional hands of an 
independent Federal Reserve System 
and strict control of the Federal budget. 


Morgan Guaranty Trust Co., New York 
— International monetary considera- 
tions, accented by our balance-of-pay- 
ments difficulties, provide special reason 
for care in the direction of credit policy. 
Short-term funds flow quickly when in- 
terest-rate differentials between coun- 
tries widen. Movements of this kind have 
negated temporarily, for balance-of-pay- 
ments purposes, the substantial progress 
made by the United States in increasing 
its goods exports during the past year. 

Provident Tradesmens Bank and Trust 
Company, Philadelphia — Among the 
most important problems is maintenance 
of the integrity of the dollar. It is hoped 
and expected that the new Administra- 
tion will continue to accentuate efforts to 
correct the deficit in the United States 
balance of payments abroad. Exports 
must be encouraged further, and the 
spending of funds abroad by Govern- 
ment, corporations, and individuals will 
have to be curtailed to the extent possi- 
ble. 


United States Trust Co., New York — 
Our share of this burden (global de- 
fense) must be measured by our ability 
to place our balance of international 
payments on a sound basis. An increase 
in exports is manifestly the most effec- 
tive approach to this problem — in- 
finitely more satisfactory than rigid im- 
port barriers. 

However, the most vulnerable area of 
all involves the vast amount of foreign 
balances on deposit here or invested at 
short term. Every effort must be made 
to keep these funds from going else- 
where, either for a more attractive inter- 
est return or expected greater safety. 
Any steps toward a substantially easier 
money policy would soon result in a large 


outfiow of these funds — to a substan- 
tial degree in the form of gold. At the 
same time the government’s fiscal posi- 
tion must be kept sound through balanced 
budgets and protection of the national 
debt. 








21% 


PER SHARE 

: Payable on May 15, 1961 

‘0 holders of record at close 
of business, Apr. 20, 1961 
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_ Southern California 
| Edison Company 
DIVIDENDS 

The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 


COMMON STOCK 
Dividend No. 205 
65 cents per share; 


PREFERENCE STOCK, 

4.48% CONVERTIBLE SERIES 
Dividend No. 56 

28 cents per share; 


PREFERENCE STOCK, 

4.56% CONVERTIBLE SERIES 
Dividend No. 52 

28/2 cents per share. 


The above dividends are pay- 
able April 30, 1961 to stock- 
holders of record April 5. 
Checks will be mailed from 
the Company's office in Los 
Angeles, April 29. 


P. C. HALE, Treasurer 


March 16, 1961 Gost 
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At Security Bank, you'll find an experienced team of trust Specialists, 


backed by the research facilities of Southern California's 


Trust Department. For assistance in all 


Angeles, Or to call upon one of our 11 Branch Trust Departments. 
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Trust Department 


ids | SECURITY FIRST NATIONAL 


Head Office — Los Angeles 
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leading 


phases of trust work. you 
are invited to visit our new Headquarters at 6th and Spring, 


IN Los 
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New Commonwealth International 


Fund Will Be Domiciled in U.S. 


Reversing a current predilection for 
incorporation of mutuals specializing in 
foreign investments for U. S. investors 
either in Canada or, as more recently, 
in Bermuda. the newest such vehicle, 
offered to the public in mid-April, has 
chosen this country as its domicile. The 
Commonwealth International & General 
Fund is the fourth member of the Com- 
monwealth group of mutuals, headquar- 
tered in San Francisco, and has the 
same official and management personnel 
as the other three Commonwealth funds, 
the oldest of which was organized in 
1932. An expert in foreign securities 
will be added to the management team 
and the facilities of the Bankers Trust 
both here and abroad will be utilized. 
In addition, the Fund will have close 
correspondent relationships with two or 
three banks*in foreign countries. 

The new International Fund will in- 
vest primarily in two broad categories 
of securities. The first includes Amer- 
ican companies which have either sales, 
production or service facilities abroad, 
enabling them to participate in foreign 
markets. The second group is character- 
ized by foreign companies which oper- 
ate in one or more countries abroad. No 
more than one third of portfolio assets 
can be held in companies the activities 
of which are conducted solely within the 
same country. Industry diversification 
is assured by limiting total fund invest- 
ment to a maximum of 25% in any one 
industrial category. 

Of particular interest are manage- 
ment’s reasons for preferring incorpo- 
ration here in the United States. Ac- 
cordingly, we quote a letter written ex- 
pressly for this column by David 
Fletcher, Secretary of the Common- 
wealth group: 


The nature of the Fund and its in- 
vestment objective and investment ap- 
proach were the dominant considera- 
tions in the organization of the Fund 
and in selecting the place of incorpo- 
ration. This is an international fund, 
as distinguished from a strictly for- 
eign securities fund. We expect that 
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leading American companies with in- 
ternational activities will be repre- 
sented in the portfolio, along with 


Canadian, European, and _ possibly 
Australian issues. (However, the pur- 
pose of the Fund is to provide Amer- 
ican investors with a vehicle for in- 
vesting anywhere in the world where 
management feels that appropriate 
opvortunities exist.) 

The vehicle which we have selected 
for this international investment jour- 
ney is similar in structure and design 
to the other proven models with which 
the American investor is familiar and 
in which he has confidence — an 
American based, American managed, 
and American regulated mutual fund. 

The tax consequences of interna- 
tional investing are complex. For ex- 
ample, taxes are withheld by several 
European countries. 

While the considerations of invest- 
ment approach, Fund management, 
and acquiring investor acceptance and 
confidence led us to incorporate the 
Fund in the United States, we defin- 
itely do not feel that the shareholders 
of the Fund will be at any tax disad- 
vantage because of this. Only a do- 
mestic corporation can qualify as a 
regulated investment company under 
the Internal Revenue Code, and only 
a regulated investment company can 
“pass through” to its shareholders the 
credit for taxes paid to foreign coun- 
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tries. Shareholders of Commonwealth 
International and General Fund may 
apply their proportionate share of the 
foreign taxes paid as a credit against 
their United States tax under Section 
901. Shareholders will report capital 
gains distributions as long-term capi- 
tal gains in the usual manner. The 
Fund has a dividend reinvestment 
program for shareholders who wish 
to reinvest dividends and capital gains 
distributions. Furthermore, since in- 
come is only a secondary considera- 
tion to capital appreciation in the ob- 
jective of the Fund, we do not feel 
that the income tax considerations are 
critical or that they should determine 
the place of incorporation of the 
Fund. 


If a shareholder sells his shares or 
if he owns them at the time of his 
death, the tax consequences will be 
the same regardless of where the 
Fund is incorporated. He will realize 
a short-term or long-term gain on a 
sale, and shares in his estate will be 
subject to Federal estate taxes in any 
event. 


Fiduciaries Hold 
6.9% of Fund Assets 


Fiduciary investors — banks and in- 


dividuals serving as trustees, guardians 


and administrators held 6.9% 


of total 











AFFILIATED 
FUND 


A Common Stock Investment Fund 


Investment objectives of this 

Fund are possible long-term 

capital and income growth for 
its shareholders. 


ATLANTA CHICAGO 





4 


Prospectuses on request 


Lorp, ABBETT & CO. 
63 Wall Street, New York 


LOS ANGELES 





AMERICAN 
BUSINESS SHARES 


A Balanced Investment Fund 


Company invests in a portfolio 
balanced between bonds and 
preferred stocks selected for 
stability, and common. stocks 
selected for growth possibilities, 


SAN FRANCISCO 
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mutual fund assets in their trust ac- 
counts at the close of 1960, the same 
percentage as was invested a year earlier. 
According to a new survey by the Na- 
tional Association of Investment Com- 
panies, the value of this investment was 
$680 million in the 80 reporting com- 
panies whose assets represented 63.3% 
of the total mutual fund membership. 
The previous years study covered the 
same percentage of total mutual mem- 
bership assets but included only 73 
funds. This 1959 total investment equal- 
ed $644.5 million, having increased con- 
siderably from $439 million invested in 


1958. 


The number of trust accounts invest- 
ed in mutuals in the current tabulation, 
contrasting with the over-all asset com- 
parison, had a marked increase with 

89.791 accounts thus invested far over- 
shadowing the 138,110 accounts of 1959. 
Fiduciary accounts holding mutuals in 
1958 numbered only 87,832 according 
to that year’s survey. The average fund 
holding had a value of $3,585, down 
considerably from the $4,667 value in 
1959. 

Eaton and Howard Balanced Fund 
still leads all other funds in the per- 
centage of its total assets held by fiduci- 
aries. This continued at the approximate 
level of the $26 million of a year earlier, 


GROWTH 
INDUSTRY 


SHARES, Inc. 


—a Mutual Fund investing in 
stocks selected for possible 
long-term growth 

Priced at Net Asset Value per share plus 3% 
on investments under $2,000, and down to 


1% on investments of $25, 000 or more. Re- 


demption and reinvestment at 100% of Net 
Asset Value. 


Ask for a prospectus 


describing the Fund—reviewing 
its objectives, its record, its in- 
vestments, and offering its shares. 








Growth Industry Shares, Inc. 
6 North Michigan Avenue, 
Suite 1000, Chicago 2, Illinois 


Without obligation please send me a copy 
of the prospectus describing your Fund. 


Name 
Address 
: City 








Zone__:__State 
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Total Accounts 


Fiduciaries 
Trustees, Guardians and Administrators) 


Business Corporations 


Unions 


Churches & Religious Organizations 


Schools & Colleges 


Total Institutions & Foundations 





Institutional Investors In Mutual Fund Shares 1960 Survey 


ee 


(Banks & Individuals serving as 


ee) 


Employee Pension & Profit Sharing Funds .... 
Insurance Cos., & Other Financial Institutions .. 


Total Business Organizations ........... 


Fraternal, Welfare & Other Public Associations 
Hospitals, Sanitariums, Orphanages, etc. ....... 


eee meer eet eee eee eeeeereere 


Other Institutional Investors Not Classified 









































——— 
Average 
Value Percent Holding 

(000) 

$1,171,014 100.0% $ 5,331 
$ 680,335 58.1% $ 3,585 
117,261. 10.0 ; 16,654 
109,759 9.4 28,420 
16,105 1.4 29,935 
3,790 0.3 43,068 
$ 246,915 21.1% $21,417 
41,689 3.6 9,020 
55,150 4.7 10,618 
30,306 2.6 15,161 
32,773 2.8 20,968 
$ 160,918 13.7% $12,029 
$ 83,846 7.1% $16,894 














although representing a percentage de- 
cline to 12.8% from 13.1%. Other re- 
presentative investment companies re- 
ported at the 1960 year-end the follow- 
ing amounts and percentages of total 
assets held in fiduciary accounts: Bos- 
ton Fund, $21,819,000 (8.5%); Com- 
monwealth Investment Company 


y, $12.,- 
140,000 (7.9%); Eaton and Howard 


Stock Fund, $21,415,000 (12.6%); Fi- 
delity Fund, $19,238,000 (4.8%); In- 


corporated Investors, $17,387,000 
(5.800); Lehman Corporation, $16,- 


070,000 (5.40 0); Massachusetts Invest- 
ors Trust, $131,972,000 (8.7%); Share- 
holders Trust of Boston, $3,620,000 


(7.8%); State Street Investment Corp, 


$15,233,000 (7.7%) and Wellington 
Fund, $16,070,000 (5.4%). 

The need for the conference on estate 
planning and pension and profit sharing 
plans reported elsewhere in this colum 
can be appreciated since only 3,862 
plans used the mutuals surveyed. Assets 
invested equaled $110 million, a slight 
increase from the approximate $100 
million held in the 400 fewer plans at 
the end of 1959, 


Mutual Estate Planning 
Conference Well Received 


The first all-day conference on Estate 





Stein Roe & Farnham 


BALANCED FUND 





£ s 





Invested in bonds, preferred 
and common stocks selected 
for reasonable stability and 
possible long-term growth of 
principal 


Copies of the Prospectuses obtainable from 


Stein Roe & Farnham BALANCED FUND, /nc. 
Stein Roe G Farnham STOCK FUND, Inc. 


BOTH FUNDS AVAILABLE AT NET ASSET VALUE 


STOCK FUND 





Substantially all assets invested 
in common stocks selected for 
long-term growth possibilities 


135 South LaSalle 
Chicago 3, Illinois 
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PORTFOLIO PRINCIPAL PERFORMANCE INCOME 
K i das igiaibbiiial eu: tin POLICY Base (100): Bid Price 6/30/50 a oe 
selection: and interpreation of Dividend % on 
‘ data sec July 1959 issue, p. 690. 7 common stocks, a aver. month-end 
; lower grade bonds & 3/30/o1 , ‘ 
4 6/30/50 to Bid& Bid offering price 
) preferred stocks PreWar 3/30/61 : : 
Cap. only Last 5-Yr. 
Recent 5-Yr. range | 12/30/39 Low High Distr. 12 Mos. Avg. 
: BALANCED FUNDS 72.3 95.6 215.5 | 2148 169.8 | 3.24 3.31 
‘ 1 American Business Shares 57.7 59.5 48.6 72.4 97.5 165.2 165.2 117.8 3.33 347 1 
0 9 Axe-Houghton Fund “A” pee 58.5 64.3 49.4 63.1 96.3 210.2 210.2 138.3 3.41 2.81 2 
8 3 Axe-Houghton Fund “B” ke ik Wet 614 55.5 95.9 231.6 231.6 181.3 2.75 2.92 3 
] 4 Boston Fund 56.2 72.2 54.1 69.4 95.5 232.4 232.4 180.1 2.96 2.87 4 
8 5 Commonwealth Investment Co. 63.2 74.2 59.7 57.6 84.0 216.3 215.6 176.7 2.88 3.02 5 
e 6 Diversified Investment Fund, Inc. —_-__. 66.8 74.3 63.7 — 88.0 220.6 219.9 171.5 3.58 3.86 6 
9 7 Eaton & Howard Balanced Fund 64.4 70.9 59.9 67.0 96.3 212.8 212.1 178.7 3.10 2.97 7 
~ 8 Fully Administered Fund (Group Securities) —_ 73.2 78.9 68.3 87.0 96.4 173.3 178.3 141.4 3.86 3.82 8 
4 9 General Investors Trust 60.5 80.7 55.4 91.7 97.2 210.2 | 209.6 148.3 3.71 3.76 9 
* cee ERE Eee OT NA NA NA — 96.3 207.0 204.9 183.4 3.23 3.44 10 
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; 14 Nation-Wide Securities 62.4 544 62.3 82.3 97.2 196.0 196.0 158.1 3.35 3.47 14 
15 George Putnam Fund 74.4 744 63.3 83.5 97.5 261.7 261.7 211.3 2.68 2.97 15 
tate 16 Scudder Stevens & Clark Balanced Fund —_..__. 67.9 67.9 58.7 74.6 97.38 193.8 192.38 152.6 3.07 3.09 16 
ring 17 Shareholders Trust of Boston — 57.3 72.9 49.0 — 96.3 229.3 2276 167.8 3.60 3.65 17 
mn 18 Stein Roe & Farnham Balanced Fund —___. 60.7 64.8 51.6 — 96.8 265.1 263.4 208.4 2.88 2.77 18 
862 19 Wellington Fund - . 62.6 68.0 57.8 70.9 97.38 214.9 214.6 170.4 3.06 3.12 19 
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ight FLEXIBLE FUNDS 73.3 95.8 264.0 | 263.6 205.5 2.81 3.04 
100 21 Broad Street Investing Corp. ——_____- 88.1 88.5 177.3 65.1 93.7 295.1 294.4 241.9 3.26 3.44 21 
Sal 22 Delaware Fund ne 87.0 94.3 84.8 69.3 95.3 258.4 | 258.4 182.3 2.60 2.80 22 
23 Dreyfus Fund 83.0 99.9 52.7 — 96.6 443.3 443.3 373.3 1.90 1.91 23 
24 Fidelity Fund 85.5 96.2 80.2 — 95.4 319.8 319.8 258.3 2.63 3.01 24 
25 Institutional Foundation Fund —......-_»__ 78.3 88.5 178.3 — 95.5 253.3 253.3 189.5 3.48 3.77 25 
26 Knickerbocker Fund ___. 94.1 95.5 63.0 101.0 96.4 194.6 193.6 1381.6 3.15 3.34 26 
27 Loomis-Sayles Mutual Fund 69.9 69.9 49.5 60.5 96.6 203.6 203.6 148.8 3.02 3.06 27 
state 28 Mutual Investment Fund _. ; 80.1 84.0 55.8 84.6 95.7 188.5 188.5 142.5 2.91 2.94 28 
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31 Sovereign Investors 95.5 97.7 91.3 98.3 98.2 286.5 286.4 257.3 3.39 3.60 31 
32 State Street Investment Corp. 90.7 98.9 81.2 56.8 95.38 236.2 235.4 152.6 2.32 2.46 82 
33 Wall Street Investing Corp. 83.7 88.2 80.6 — 96.1 297.8 296.7 269.8 2.57 2.87 33 
34 Wisconsin Fund, Inc. 86.5 98.6 177.4 54.8 95.4 264.4 264.4 206.7 2.34 2.94 34 
COMMON STOCK FUNDS 65.38 94.7 335.4 333.6 264.9 2.55 2.74 
35 Affiliated Fund* 88.4 89.9 84.5 61.0 93.6 262.8 262.4 195.2 3.00 3.22 35 
36 Bullock Fund 87.5 88.5 76.7 68.0 94.6 292.5 292.5 215.1 2.74 2.76 36 
37 Dividend Shares 91.0 91.0 81.6 73.5 93.6 263.3 262.6 210.2 2.97 2.96 37 
38 Eaton & Howard Stock Fund 98.9 89.9 78.3 62.2 95.2 340.4 338.8 298.3 2.39 2.39 38 
39 Fundamental Investors 98.0 99.2 96.7 54.5 94.4 321.4 319.6 265.5 2.30 2.60 39 
40 Group Securities—Common Stock ~~. 98.8 99.1 90.4 — 95.1 254.0 254.0 199.3 3.97 4.30 40 
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44 Massachusetts Investors Growth Stock Fund __ 99.7 99.7 92.9 69.6 94.7 457.3 455.9 392.1 1.48 1.67 44 
45 Massachusetts Investers Trust 99.6 99.7 917.3 76.6 95.3 347.9 343.6 310.1 2.87 3.07 45 
46 National Investors 97.2 99.8 96.4 57.6 92.7 425.7 425.2 340.5 1.60 2.03 46 
47 National Securities—Stock Series —.._______ 98.3 98.9 93.9 — 93.6 247.0 241.3 186.0 4.19 4.33 47 
48 T. Rowe Price Growth Stock Fund — 86.6 87.8 72.1 — 94.6 500.6 499.3 416.5 1.76 1.98 48 
49 Scudder Stevens & Clark Common Stock Fund_. 96.5 99.2 91.6 — 945 324.5 322.7 265.7 2.48 2.56 49 
50 United Income Fund 93.5 97.2 89.38 — 9564 2022 302.8 247.4 2.94 3.27 50 
500 STOCK INDEX (Standard and Poor’s)® - — — — 70.7 94.3 367.8 367.8 — —~ ~- 
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n—Adjusted to June 30, 1950 base; *—Leverage operated until 2nd quarter 1950; Italics indicate ex-div. or high or low price reached during current month 
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Planning and Profit Sharing and Pen- 
sion Plans organized primarily for mu- 
tual funders was enthusiastically attend- 
ed by over two hundred participants, 
largely from the eastern part of the 
country, on April 14 at the Hotel Com- 
modore in New York. Sponsored by the 
Mu‘ual Fund Review, its Editor and 
Publisher Edward G. Seibert is to be 
complimented on inaugurating this val- 
uable contribution toward a better un- 
derstanding of the work of the profes- 
sional planner and the raising of the 
standard of competence of the mutual 
fund representative. 

The morning sessions were devoted 
primarily to the uses of estate planning 
procedures for the person as an individ- 
ual. Philip F. McLellan, President of 
Massachusetts Life Fund Distributors, 
led off the discussion by explaining the 
general concept of estate planning and 


its motivating factors and -outlined 
broadly its importance as a necessary 
shoring for financial management. The 
tax impact of planning was then ex- 
plained by Robert Greer, Manager of 
Estate Planning, Keystone Company, 
chairman of the morning session. Mr. 
Greer also talked on certain aspects of 
life insurance trusts. He explained the 
marital deduction in elaborating on his 
outline of the more frequent problems 
connected with the federal estate and 
gift tax. A panel discussion followed, 
after which the final morning’s session 
was addressed by Steven Auderieth, 
Manager of Estate Planning of Franklin 
Custodian Funds, on the general sub- 
ject of gifts. Reversionary and charitable 
trusts were the subject of a special talk 
by Arthur Haussermann, Manager of 
Estate Planning, Vance, Sanders and Co, 

Rep. Eugene J. Keogh, N. Y., was the 





principal speaker at the noon luncheon, 
As chief sponsor of the bill authorizing 
specialized pension plans for the self. 
employed, reintroduced in the presen 
Congress as H.R. 10, he explained how 
this latest version would permit custo. 
dian accounts to be set up with a bank 
if the investment is made solely ‘in the 
shares of regulated investment com. 
panies. The afternoon sessions were de. 
voted to the planning problems cop. 
nected with a typical small business, 
Sheets were passed around to the andj. 
ence detailing a hypothetical company’s 
financial setup, organizational and own. 
ership background, etc. in accordance 
with normal procedure in estate plan. 
ning or tax forums. The afternoon speak. 
ers each elaborated on a_ particular 
phase of the overall situation, focusing 
attention on the particular adaptability 
of the mutual fund vehicle. Panelists 
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DIVERSIFICATION FUND, INC. | 


Diversification Fund, Inc. is a mutual fund seeking 
possible long-term growth of capital and income. The | 
company was organized to enable holders of substan- 
tial blocks of individual securities to obtain diversifica- 
tion and professional management through exchange 
of those securities for shares of the Fund without creat- 


ing tax liability at the time of exchange. 


oO] 





The final date for depositing securities is May 24, 1961 








A descriptive Prospectus may be obtained | 
from your local securities dealer | 
or by writing to 
VANGE, SANDERS & CO., INC. PRE se even 
111 Devonshire St., Boston 9, Mass. | 
61 Broadway 120 S. T.aSalle St. 210 West 7th St. eee 
New York Chicago Los Angeles 7 
| My Satttsiice bs 
1 











Please send me without obligation Prospectus on 


DIVERSIFICATION FUND, INC. 
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were ). rtin H. Proyect, Director of 
Estate i Janning, Calvin Bullock, Ltd., 
Edward Sippel, his counterpart in Na- 
tional ‘curities and Research Corp., 


and Ricard K. Farrington, profit shar- 
ing spe ialist of One William Street 
Fund. ‘|e observations were summar- 
ized and -ynthesized by Lewis K. Kearns, 
Manage: of Estate Planning and Profit 
Sharing. Wellington Fund, acting as 
chairmar' of the afternoon session. A 
stimulating panel discussion followed. 
This column congratulates Mr. Siebert 
on his p:oneering project and trusts that 
the Conference will be an annual oc- 
casion for many years. 
AAA 

SIDELICGHTS 

(Continued from page 315) 
of heavy Treasury borrowings during 
the second half of the year. 

During the current year, net new 
stock issues are calculated at $2.8 bil- 
lion, by far the largest portion of which 
will pass into the corporate pension fund 
portfolios to the tune of $2 billion, fol- 
lowed by takings of $300 million each 
by the life and fire and casualty com- 
panies and $100 million each by mutual 
savings institutions and state and local 
government retirement funds, 


A Look at Stock OWNERSHIP 


In its efforts to measure the expan- 
sion of share ownership, the New York 
Stock Exchange has announced its 
fourth nationwide census, now planned 
to begin in June, with results expected 
to be available in the Spring of 1962. It 
is expected to embrace nearly 6,000 
publicly-held corporations with some 
some 9,000 different issues of preferred 
and common stock outstanding. The Ex- 
change’s 1959 estimate of 12.5 million 
shareholders has now been raised, un- 
officially, to around 15 million. 

It is perhaps interesting to note in 
connection with this subject of expand- 
ing public stock ownership the vastness 
of today’s potential market as comment- 
ed upon by Bradbury K. Thurlow of 
Winslow, Cohu & Stetson, Inc. The num- 
ber of shares listed on the Exchange has 
nearly quintupled between 1929 and to- 
day's (end of 1960) 6,458,000,000 
shares, This means that if a like degree 
of activity were to occur in present mar- 
kets, the five million share days of 1929 
would churn up some 28 million shares 
now, a volume which would effectively 
break down trading facilities and force 
cessation of activities, while the mind 
reels at the thought of translating the 
nearly 13 million shares of “Black 
Thursday” into 74 million today. 
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1960 Corporate Profits Reflect 


Cost Pressures 


Net income of 3,433 corporations for 
1960 was about equal to net income af- 
ter taxes in 1959 of $21.2 billion, ac- 
cording to the annual compilation by 
the First National City Bank of New 
York in its April monthly Letter. Al- 
though public utilities and financial or- 
ganizations generally resisted the easier 
trend, total net earnings of 2,034 manu- 
facturing companies amounted to $12.8 
billion, down 4% from the previous 
year. This group, which accounts for 
more than half of corporate net, re- 





flected the profit squeeze due to rising 
cost pressures as typified by the fact that 
two of three firms showed higher sales 
bui only nine of 20 reported improved 
profits. 

More light on the profitability prob- 
lem is found in average margins on sales 
in the manufacturing group of 5.4%, 
as against 5.8% in 1959, one of the low- 
est in the post-war period, which com- 
pares with the 1947-59 average of 6.3%. 
Of the 41 industrial groups, average 
profit margins for 33 declined. The sur- 
vey also points out that rates of return 
are, in effect, overstated because of un- 
realistically low valuations. 
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1961 Calendar 
Trust & Related Meetings 


& Schools 
May 3 — Connecticut Bankers Associa- 
tion, Trust Conference, Cheshire 
May 3-5 — Southern Trust Conference, 


American Bankers Association, Jack- 
son, Miss. 

May 10-13 — American Bar Association 
Regional, Indianapolis 

May 11-12 — National Council on Com- 
munity Foundations, St. Paul 

May 11 — New York State Bankers 
Association Regional Trust Confer- 
ence, New York City 

May 23 — Georgia Bankers Association, 
Trust Conference, Columbus 


Call us anytime 
we can be of help 

in providing up-to- 
date facts and figures 


involving the administration of 
trusts and estates in New Jersey. 


Your telephone is a “‘tie-line”’ to our 
facilities, and you can count on us to 


work for you. 


NATIONAL NEWARK & ESSEX 
Banking 


NEW JERSEY’'S 
FIRST BANK 





May 25-27 — Massachusetts Bankers As- 
sociation Trust Division, Manchester, 
Vermont 

May 29-June 2 — American Institute of 
Banking, Seattle 

June 1-3 — American Safe Deposit As- 
sociation, Chicago 

June 4-9 — New York State Bankers As- 
sociation, Trust New Business School, 
New York U. 

June 4-17 — School of Banking of the 
South, Louisiana State U., Baton 
Rouge 

June 7-11 — District of Columbia Bank- 
ers Association Fiduciaries Section, 
Hot Springs, Va. 

June 11-16 — Ohio School of Banking, 
Ohio U., Athens 


FOUNDED 
1804 


21 LOCATIONS IN 


NEWARK 
CEDAR GROVE 


BLOOMFIELD 


CALDWELL 
EAST ORANGE MONTCLAIR 


CALDWELL TOWNSHIP 
ORANGE SOUTH ORANGE 


Member Federal Deposit Insurance Corporation 


334 





June 11-17 — Florida Bankers Assogija. 
tion Trust Training School, U, of 
Florida, Gainesville 

June 12-24 — Stonier Graduate Schoo] 
of Banking, Rutgers U., New Bruns. 
wick, N. J. 

June 18-23 — New York Bankers Aggo. 
ciation, Estate & Trust Administration 
School, Rennselaer Polytechnic Insti. 
tute, Troy 

June 18-22 — Kentucky School of Bank. 
ing, U. of Kentucky, Lexington 

June 18-July 1 — School of Banking of 
Williams College, Williamstown, Mass, 

June 18-23 — Pennsylvania Bankers As. 
sociation Trust Training School, Buck. 
nell U., Lewisburg 

June 24-29 — Million Dollar 
Table, Bal Harbour, Fla. 


July 9-22 — FPRA School of Public Re. 
lations, Northwestern U., Chicago 
July 12-14 — Western Trust Conference, 
American Bankers Association, Seattle 

July 16-29 — Southwestern Graduate 
School of Banking, Southern Methodist 
U., Dallas 


Aug. 7-11 — American Bar Association, 
St. Louis 

Aug. 7-25 — American Bankers Associa- 
tion, National Trust Training School, 
Northwestern U., Chicago 

Aug. 13-26 —Central States School of 
Banking, U. of Wisconsin, Madison 

Aug. 13-25 — Colorado School of Bank- 
ing, U. of Colorado, Boulder 

Aug. 20-25 — Virginia Bankers Associa- 
tion Trust School, U. of Virginia, 
Charlottesville 

Aug. 20-25 — Pennsylvania Bankers As- 
sociation Summer School, Bucknell U.,, 
Lewisburg 

Aug. 20-Sept. 1 — Pacific Coast School 
of Banking, U. of Washington, Seattle 

Sept. 11-13 — Association for Bank 
Audit, Control & Operations, Chicago 

Sept. 24-29 — National Association of 
Life Underwriters, Denver 

Oct. 8-13 — West Virginia School of 
Banking, W. Virginia U., Jackson’s Mill 

Oct. 9-12 — National Association of 
Supervisors of State Banks, Las Vegas 

Oct. 9-12 — National Association of 
Bank Women, Rochester, N. Y. 

Oct. 15-18 — American Bankers Associa- 
tion, San Francisco 

Oct. 26-27 — New York State Bankers 
Association, Trust Division, Syracuse , 

Oct. 29-Nov. 1 — American Institute of 
C.P.A.’s, Chicago 

Nov. 5-8 — Controllers Institue of Amer- 
ica, Chicago 

Nov. 9-11 — American Bar Association 
Regional, Birmingham 

Nov. 9-10 — Mid-Continent Trust Con- 
ference, American Bankers Associa- 
tion, Dallas 

Nov. 26-30 — Financial Relation Asse 
ciation, Bal Harbour, Fla. 

Dec. 8-9 — California Bankers Associa- 
tion, Taxation & Fiduciary Insurance 
Conferences, San Francisco 
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'LECTRONIC DATA PROCESSING MACHINES 


In:pact on Trust Operations, Internal Control and Examination 


HAROLD W. KALB 


Vice President, Girard Trust Corn Exchange Bank, Philadelphia, Penna. 


ANY OF US KNOW SOMETHING 
M about the changes that are taking 
place in banking with the introduction 
of electronic data processing machines. 
If we have a checking account, we have 
been given an account number and have 
received checks with that number coded 
in magnetic ink, The bank has explained 
to us how machines will be used to read 
these characters and be able to sort, list 
and post our checks automatically at 
very high speeds with complete accur- 
acy. 

Since the introduction of electronic 
data processing systems and their ac- 
ceptance in banks, questions have been 
asked about the plans for using these 
machines in trust accounting and what 
efféct these machines will have on trust 
operations, internal control and bank 
examinations. 


From Punched Card to Tape 


Large trust departments which have 
had punched card systems for a num- 
ber of years will find that there will be 
no sweeping changes when they convert 
their records from punched card files 
to magnetic tape files. The most signifi- 
can changes will be noticed in the re- 
duction of the number of machines and 
people that will be required to com- 
pletely process the work, the speed in 
which this work will be completed and 
the small amount of space that will be 
required to maintain all files and house 
the machines. 

When the punched card systems were 
established years ago it was necessary 
for bank management to take a long 
hard look at their methods and pro- 
cedures and where it appeared that for 
the sake of uniformity, standardization, 
and good operating efficiency changes 
would have to be made, they were made 
in order to comply with the changes in 
accounting concept. Since these banks 
have met the basic requirements for 
automation it appears that the step to 
the computer operation will be a rela- 
tively easy one to take. The computer 
will be able to detect errors more read- 
ily than punched card machines and 
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through its memo- 
ry be able to store 
and recall informa- 
tion in micro-sec- 
onds and make de- 
cisions to read, 
write, and compute 
thousands of items 
per second. Man- 
agement will not only be able to obtain 
information within a fraction of the 
time now required, but also will be 
able to obtain informaiion that will be 
used by it in important decision making 
operations which cannot be obtained to- 
day because of the time requirements 
and the cost of obtaining the informa- 
tion. 


By-Products 


There are many by-products of trust 
accounting records that are now ob- 
tained through various punched card 
files. Income tax, dividend and interest, 
and personal property tax reports are 
obtained from cash transaction cards 
which are coded for tax status. Cash 
statements are prepared from transac- 
tion cards. Priced lists of assets are ob- 
tained from account asset cards. Divi- 
dend and interest transaction cards are 
prepared from tickler files and security 
balance files which in turn are used to 
prepare interest registers, coupon cut- 
ting advices, customer advices, and divi- 
dend registers. All the reporting is done 
through established punched card files 
and the passing of these files through 
an assortment of machines such as sort- 
ers, collators, reproducers, calculators 
and accounting machines. 





In a computer operation all the in- 
formation required to produce state- 
ments, lists, and reports will be stored 
in magnetic tapes, drums, discs, or 
cores, By telling the computer what you 
want, and how you want it, through the 
use of detailed instructions, the com- 
puter will give you the information you 
asked of it. To illustrate: 

A simple job for the computer would 
be to give you a complete list of the 
holdings of any security or a number 
of securities with all or any of the in- 
formation you had in your files, and in 
addition, through market prices stored 
in its memory, it would value and ex- 
tend totals and print all the details in 
any form you desired. The computer 
could search, compare, store, and cal- 
culate these items at thousands per sec- 
ond and print the details at hundreds 
of lines per minute. Tax information 
for every account you have in your 
files would be stored in magnetic tape. 
Any time you needed the information, 
you would just place the tax tape on 
the reader, and instruct the computer 
to process the information. Tax returns 
could be prepared at thousands per 
hour. 


No Mystery 


It is unfortunate that with the devel- 
opment of computer uses, a cloak of 
mystery has enveloped its operation. 
Many people have been too concerned 
with the computer construction, the en- 
gineering techniques, and the circuitry 
that work together in performing an 
operation. As laymen, we should look 
at it from the viewpoint of what it can 
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Girard’s computer for use in Trust Accounting 
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do in the way of serving us and our 
customers better. All the computer does 
is take information prepared by us in 
human language, convert it to its own 
language for processing and then re- 
port the results to us in human langu- 
age in the form of journals, statements, 
trials and reports. 

May people are concerned about the 
disappearance of our visual records 
such as ledger cards, and historical files 
of accounts and the effects this loss will 
have on our operations. Experience with 
punched card systems has taught us 
that many of these records are not ne- 
cessary. When we do need information 
it is obtainable from the accumulation 
of journals and statements. The cost of 
preparing visual records in a punched 
card or computer system is very great 
because of the time and labor required 
to produce these records and often can- 
not be substantiated on the basis of 
necessity because of the infrequent re- 
ference to these records. 


For Control Purposes 


The computer not only introduces a 
new philosophy in record keeping, but 
also, because of its versatility, it intro- 
duces the new concept of management 
and auditing by exception. The account- 
ing for most items is purely routine. It 
is just a long series of sequential opera- 
tions without human intervention. The 
recording of the thousands of receipts 
and disbursements of principal and in- 
come cash and the changes in the assets 
held in accounts can be controlled by 
reporting the exceptions only. Posting 
of accounts is done in a routine man- 
ner if all conditions for the control of 
the items are properly met. If they are 
not met, the computer can determine 
this for us and can indicate this excep- 
tion in a number of ways. It can be in- 
structed to stop the operation, or con- 
tinue the operation after it has given 
us the details of the exception in the 














Girard’s computer for use in 
Trust Accounting 





form of a printed report, or it can 
punch the exception into a punched 
card or punched paper tape to be used 
in priniing the exceptions at a later 
time. 

This will be used as a management 
tool for internal control purposes. By 
having all exceptions on a daily basis, 
it will eliminate not only the costly 
time consuming job of manually check- 
ing thousands of items to locate the 
exceptions, but it will make the excep- 
tions available to management and to 
the auditor immediately upon detection 
by the computer. 


Accuracy of Decisions 


The computer can make all kinds of 
decisions for us. It can inform us of 
almost any condition in our record 
keeping. It can indicate overdrafts in 
accounts, list items that fall within pre- 
determined limits to indicate excess cash 
balances or over-investment in a partic- 
ular class or type of security, or if re- 
strictions are placed on accounts, it can 
test all items that are posted to the 
accounts and if the conditions indicate 
that they do not conform, it can inform 
us of these exceptions. 

We need not fear the accuracy of a 
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$300,000,000. 


computer operation. Audit trails will be 
built into the operation through jp. 
structions such as comparison tests to 
make sure the computer posts the proper 
account; checks and balances to con. 
trol the batch and group totals we enter 
into the computer; zero proof controls; 
cross footings, extensions and other con. 
trols. In addition, manufacturers have 
built all types of controls into their sys. 
tems. While the machine is processing 
items it continues to check and test for 
good information through parity, valid. 
ity, redundancy and other check sys. 
tems. If the bits of information do a 
meet checking requirements, the mMa- 
chine will not process the work. It will 
signal that something is wrong and indi- 
cate where it is wrong. All these safe. 
gua*ds minimize the risk of accidental 
or intentional error. 


Advantages to Examination 


The objectives of management, the 
operating department, and the examiner 
are similar by nature. These objectives 
include the safeguarding of assets, the 
preven ion of fraud, improved efficiency, 
con:rolled costs, and proper adherence 
to procedures and policies. These ob- 
jectives are tied-in with the precaution. 
ary measures of effective control, segre- 
gation of duties, authorized approvals, 
ro.ation of personnel, and verification 
of the assets. In the computer system 
the objectives will be the same; the 
approach will be different. 

Operating men, auditors and exam- 
iners need not be computer program- 
mers to do a good job but they will 
need training and will have to attend 
schools to learn what programming is 
and how it affects computer operations 
and control. If they understand what 
makes a computer work and how it 
performs under variable conditions they 
will be able to determine whether or 
not all precautions necessary for a good 
operation are being taken into proper 
consideration. 


Over-all Benefits 


In summary, a computer is just an- . 


other form of automation. It provides 
us with capability but will not remedy 
all the ills that plague us. Through its 
speed, capacity, and accuracy, informa- 
tion can be readily gathered and dis- 
tributed, and improved operating sched- 
ules with less peak loads can be pro- 
vided. Through its decision making 
ability it will enable us to obtain in- 
formation for management action not 
previously obtainable and provide us 
with tools for better internal control. It 
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will rec aire less space and people and 
will tak» some of the drudgery out of 
work a::! eliminate some of the mono- 
tonous j bs. It will enable us to expand 


our se: ices and increase our work 
loads «ue to growth and _ increased 
activity in our accounts. 

The electronic data processing sys- 
tems ca‘: do much more than just rou- 
tine jobs of adding, subtracting, multi- 


plying and dividing. Many of the rou- 
tine jobs of security, account and tax 
analysis will be of such a nature that 
the machines will do a faster, and more 
complete job than can be done today. 
By transferring these jobs to machines, 
more time will be made available for 
creative thinking and the analysis of 
the facts and figures developed by the 
machines. 

Newer, faster, smaller and cheaper 
machines continue to be developed and 
marketed by the manufacturers. It is 
just a matter of time when machines 
will be available to process work eco- 
nomically for many banks. 

The impact of these machines should 
not be so great if we learn something 
about their capability, capacity and 
character and plan our trust operation 
and examinations in an efficient, prac- 
tical manner to take advantage of their 
ability and speed. 
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Fiduciaries Elect 


Corporate Fiduciaries 
Chicago: 

President: William O. Heath, senior 
vice president, Harris Trust & Savings 
Bank 

Vice Pres.: Robert C. Lee, vice presi- 
dent, Chicago Title & Trust Co. 

Sec.-Treas.: Howard J. Johnson, vice 
president and trust officer, American Na- 
tional Bank & Trust Co. 

Trust Association of Maryland (newly 
formed organization which includes all 
former members of the Corporate Fidu- 
ciaries Association of Baltimore City, as 
well as seven outside county banks) : 

President: Ronald D. Ball, trust officer, 
First National Bank 

Vice Pres.: James G. McCabe, vice 
president and trust officer, Baltimore Na- 
tional Bank 

Sec.-Treas.: Earl H. Lentz, trust of- 
ficer, Equitable Trust Co. 

Trust Operations Officers’ Association of 
Philadelphia: 
President: 


Association of 


C. Leslie Applegate, trust 


officer, First Pennsylvania Banking & 
Trust Co, 
Vice Pres.: Joseph A. Halbeisen, vice 


president and trust officer, First Camden 

(N. J.) National Bank & Trust Co. 
Sec.-Treas.: Luman Beitler, assistant 

vice president, Wilmington Trust Co. 
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WESTERN TRUST CONFERENCE LEADERS 
Committee chairmen of 35th Western Regional Trust Conference 
July 12-14, gathered for preliminary planning session. (Front row) left to right: 


Lewis (Program) 
(Hotel & Registration), Harvard Palmer 
Lawrence L. Allison (Budget & Finance), 
chairman), Harold A. Rogers Publicity: 


and Victor R. Graves, General Chairman; 


Charles 


co-chairman), 


. to be held in Seati'e 


Robert E. 
(back row) John Glase 
(Entertainment), Edward West (Publicity), 


Kincaid (Hotel & Registration: co- 
W. Doyle Watt (general committee 


member), and Frank W. Nolan } ( Beenepents atien). 





Program Set for 
Trust Companies Association 


of Canada 


The annual meeting of the Trust Com- 
panies Association of Canada, as well 
as that of the Ontario Section, will be 
held in Toronto, April 27, at the Royal 
York Hotel. 

The Ontario Section, convening in the 
morning, will hear a panel discussion of 
“Personal Service Elements of Estate 
Planning and Administration.” Panel 
members will be: H. A. Syer, chairman, 
trust administration committee and man- 
ager, estates and _ trusts department, 
Waterloo Trust & Savings Co., modera- 
tor; E. A. Puddy, supervisor of business 
development, Canada Trust Co., for es- 
tate planning; G. G. Smith, trust officer, 
National Trust Co., Ltd., for estate ad- 
ministration; G. J. Littooy, investment 
officer, Montreal Trust Co., for estate 
investments; and E. J. Brown, manager, 
estates department, Chartered Trust Co.., 
for estate accounts. 


The Trust Companies Association of 
Canada, in the afternoon, will hear three 
speakers. “Advising and Taking Instruc- 
tions in a Will” will be presented by 
Elgin E. Coutts of Carrick, O’Connor, 
Coutts & Rogers, Toronto; “The Estate 
Tax in Operation” by W. I. Linton, 
administrator of estate tax, Office of the 


Minister of Finance, Ottawa; and 
“Trends in Real Estate Investment in 
Canada” by E. N. Yarmon, president, 
Tankoos, Yarmon, Ltd., Toronto. The 


afternoon will conclude with a recep- 
tion at which the hosts will be E. T. 
Godwin, general manager, Crown Trust 
Co., and immediate past president, Trust 
Companies Association of Canada, and 
EK. E. Spencer, assistant general man- 
ager, Eastern Trust Co., immediate past 
chairman, Ontario Section. 

The dinner speaker will be Harrison 
P. Smith, vice president, Morgan Guar- 
anty Trust Co., New York, who will dis- 
cuss “Investments.” Awards will be 
made to graduates of the Trust Com- 
panies Employees Training Course. 
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HEN BENJAMIN FRANKLIN SAID IF 
Woe want a thing done well, then 
do it yourself, I doubt that he really 
meant to include the planning and dis- 
tribution of a man’s estate. Even so, the 
number of court-directed estate settle- 
ments doesn’t seem to have decreased 
much over the years, and I’d say this 
is still an area where the dedicated do- 
it-yourselfer is likely to give his heirs a 
really rough time. 

It’s here that the life insurance mem- 
ber of the estate planning team probably 
makes his most valuable contribution. 
After all, he has to be a salesman before 
he can become an advisor — and it 
often takes a lot of selling to convince 
a man who has spent a business lifetime 
building up an estate that he needs pro- 
fessional help in passing it along. As an 
example, I can tell you about one man 
who, for the present anyhow, seems to 
have been convinced. For reasons that 
have nothing to do with the story, I 
happen to know a good deal about him, 
his family, and at least some of his 
problems. 

His holdings are worth (though they 
might not bring) about a million. A few 
years ago, he put a valuable piece of 
income-producing property in his wife’s 
name. I am certain that he acted without 
consulting his lawyer, his accountant, or 
a trust officer. It’s my impression he had 
read or maybe heard somewhere that 
the gift tax is less than the estate tax — 
so, as he wanted his wife to have this 
property eventually, he gave it to her. 
I can almost hear him saying, “Why 
louse up a simple thing like this with a 
lawyer and a lot of legal gobbledegook!” 

But he did do a little thinking through. 
He had his wife make a will giving the 
property back to him, if she died first — 
and of course he wrote the will himself. 
That’s the way things stood when a life 
insurance man I know asked him: “If 
you do become the beneficiary of your 
wife’s will, do you know what it’s going 
to cost you?” 

He said it wouldn’t cost him anything. 
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WHERE A WIFE DIES FIRST 


He had paid a gift tax, and it certainly 
made no sense to tax a man twice on the 
same piece of property. It was pointed 
out that whether it made sense or not, if 
his wife died first there would be another 
tax to pay, amounting roughly to $50,- 
OOO. 

It’s conservative to say he wasn’t 
happy with this piece of information — 
and it wasn’t the money alone that 
bothered him. “This makes me _ look 
stupid,” he said, “and I don’t think I 
am stupid.” But after he’d arranged to 
have his wife insured for $50,000, and 
saw that even with the premiums added 
in, he would still be ahead, tax-wise, he 
felt better. Maybe his judgment had 
been pretty good after all. 

A year or so later, he felt the do-it- 
yourself urge again — and this time he 
was sure he had the right answers. His 
plan was simple enough. He merely had 
his wife will all of her property to their 
children. 

“Of course they'll have to pay a tax,” 
he admitted to the insurance man, “but 
they'll be able to afford it — and they’d 
have to pay one sooner or later anyhow. 
Your actuaries all claim my wife will 
outlive me; but even if she doesn’t, this 
way I can’t be socked with two taxes for 
something I gave her in the first place.” 
Then he added, “You can see I won’t be 
needing that fifty thousand of life in- 
surance any longer.” 

My friend said: “Maybe your chil- 
dren will be able to pay whatever it 
costs them to take their mother’s estate 
— but have you considered what this 


will do to the eventual cost of transfer-— 


ring your own estate, if she dies first?” 

He hadn’t considered this, nor did he 
want to, but he finally said if it was bad 
news maybe he’d better have it and get 
it over with. There isn’t much more to 
the story — except that his lawyers are 
now in the picture (with some chance of 
staying in), and a couple of trusts have 
been set up that will smooth things out 
a good deal. 

He was shown that the loss of his 


marital status would increase the tax on 
his own estate by about $150,000. He 
kept the $50,000 he was going to drop, 
and his wife applied for another $100, 


000. 


DIVIDENDS AND INCOME TAX 


eigen A TAX LETTER WITH A 
wide circulation advised its readers 
that life insurance policy dividends 
would be taxed as regular income, if 
received in connection with paid-up life 
insurance. Not surprisingly, this brought 
a number of inquiries; but the editors 
still seem uncertain of their facts, They 
now say that if the holder of a fully 
paid-for policy, because of earlier divi- 
dends, now gets back more than the full 
amount of his premiums, then any fur- 
ther dividends will be taxable. 

This is understandable, but unlikely. 
If any company has paid back more in 
policy dividends than the total of pre- 
miums paid in, I failed to get the mes- 
sage. 

Actually, a policy dividend is a re- 
fund of a part of what premium and in- 
vestment income a life company does 
not use to pay claims, build up policy 
and other reserves, and cover its opera- 
ting expenses. As such, what the policy- 
holder receives is a reduction in the 
cost of his policy, not income. 

A policy dividend may be taken in 
cash, applied to the payment of the next 
premium due, accumulated at interest. 
or used to purchase additional life in- 
surance (usually fully paid-up additions 


that have cash surrender and loan val- , 


ues, though several companies also offer 
one-year term insurance in’ whatever 
amount the dividend will pay for at the 
policyholder’s attained age). 

There is, however, one point that 
seems to confuse many buyers of life 
insurance. If dividends are accumulated 
at interest, this interest is regular in- 
come and taxable during the year it is 
credited or paid. 

If and when a policy is surrendered 
for its cash value, then the amount re- 
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ceived ‘1 excess of the cost of the policy 
is taxal:le income. (Cost is the total of 
premiu:'s paid, less dividends or other 
tax-free refunds made to the policyhold- 
er over the years.) The tax on this ex- 
cess Would not be greater than the tax 
that would have been due had the ex- 
cess been dividend over three years 
equally — the taxable year and the pre- 
ceding iwo years. 

Obviously, if dividends are used to 
purchase paid-up additions to the policy, 
or accumulated, this will not reduce the 
cost, but will increase the amount of the 
settlement. 

It's my impression that most divi- 
dends are used to reduce the next pre- 
mium, and that the next most popular 
option is to accumulate them at interest. 
Though probably least used, it has al- 
ways seemed to me that the option to 
purchase fully paid-up additions to the 
policy offers the most attractive long- 
pull results. These additions make a sub- 
stantial increase in protection; they be- 
long to the beneficiary if the policy- 
holder dies (most companies consider 
accumulated dividends as the property 
of the insured, which normally means 
they will be paid into his estate); the 
cash values are just as liquid; and, after 
a reasonable number of years, these 
values amount to almost as much as ac- 
cumulations plus interest. Also, as no 
interest payment is involved when paid- 
up additions are purchased, there is no 
current income tax problem. 


MINIMUM ESTATE TAX, 
MAXIMUM CONTROL 


A DOCTOR, NOW IN HIS.EARLY FORTIES, 
wanted to put a fixed dollar floor 
under about $150,000 of growth securi- 
ties (largely inherited). He said he was 
interested in income for himself, after 
65, and additional cash for his family 
if he died in the meantime. 

A life insurance man suggested a re- 
tirement income form of life insurance 
that would give him $750 a month, start- 
at 65, and at least $75,000 of death pro- 
tection in the meantime. As a means of 
keeping the death benefit out of his 
estate, it was also suggested that he 
make his wife the owner of the policy. 
He said he didn’t want to give up con- 
trol of the cash values he’d be building 
up, and this is how he worked it out: 

His life was insured for $75,000 on a 
term plan, renewable through 65, that 
had virtually no cash value. His wife 
was made the sole owner of this policy. 
To the term insurance was added an 
annual premium deferred annuity to 


produce the $750 monthly at 65. 
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If the doctor dies before he’s 65, all 
premiums paid toward the annuity will 
be refunded, in addition to the $75,000 
from the term policy. He controls the 
surrender value of the annuity. 

The total cost of this combination is 
somewhat more than for the plan first 
recommended; but it’s probably true 


that if a man gets what he wants, price 


isn’t too important — and if he doesn’t 
get what he wants, it’s no bargain at 
any price. 


MORE ON THE CASH VALUE 
OF A WIFE 


FEW MONTHS AGO, I WROTE SOME- 
Ai Sine about what it’s likely to cost 
a man, if his wife dies. I was thinking, 
primarily, of the problem faced by the 
young man with children to bring up. 
Here, however, is an it-happened-to-me 
comment from a man who is crowding 
into his middle-sixties — and who has 
no children to educate or support. 


“I lost my wife not long ago,” he 
writes, “and now that I’m a little less 
choked up, I’m beginning to realize it’s 
going to cost me substantially more to 
live, without her companionship, than it 


did when | had it. 


“After this year, my income tax bill 
will be considerably higher. I’m selling 
our home, because it makes no sense for 
one man to rattle around in three bed- 
rooms, two baths, a study, and all the 
usual accessory space (also, if I kept 
the house, I’d have to have a housekeep- 
er — and her wages would be quite an 
item) ; the apartment I’m going to lease 
rents for nearly a hundred a month 
more than the upkeep and taxes have 
been running. My laundry bills are 
higher, and I’m sure my clothes are not 
going to last as long. I can’t cook and 
have no desire to learn — but I may 
have to; I enjoy good food, and the 
dinner tabs at restaurants that serve it 
come high.” 

All told, he thinks it’s going to cost 
him anywhere from $300 to $400 a 
month more than it used to — just to 
live. His wife was not insured. As it 
happens, he has a fair income and can 
stand it — but it’s a pity (and poor 
planning) that he has to. 


A A A 


e Edward C. Edens, Jr., vice president 
and trust officer, Bank of the Southwest, 
Houston, will be guest speaker for the 
May 10 meeting of the Heights Rotary 
Club. His subject will be “Use of Wills 
and Trusts for Family Protection.” 
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Why Delaware? 


Delaware’s unique tax and 
trust laws facilitate the accu- 
mulation, management and 
conservation of property by 
corporations and non-resident 
individuals. 


They are but one reason why 
Wilmington Trust Company, 
as trustee, handles invest- 
ments for corporations, asso- 
ciations and individuals in 
virtually all states and many 
foreign countries. 

Other reasons, of course, are 
Wilmington Trust experi- 
ence; Wilmington Trust facil- 
ities. They unite in making 
ours one of the largest Trust 
Departments in the Nation. 
These benefits are available 
to you—and your clients. We 
welcome your inquiries. 


WILMINGTON 
Trust Company 


Wilmington, Delaware 
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Tax Effects of 





WILL CONTESTS AND COMPROMISES* 


F A COMPROMISED CLAIM AGAINST THE 
ides is for breach of a contract 
which would have resulted in taxable 
income if fulfilled, or if the principles 
of Lyeth v. Hoey otherwise do not apply 
to provide the exemption of Section 102, 
then the claimant must report the com- 
promise as income less any available 
deductions, such as legal fees, flowing 
therefrom. Conversely, if the claim be 
for money or money’s worth, the estate 
or trust will have its deduction for es- 
tate tax purposes, but will not be able 
to take the payment as a distributions 
deduction for income tax purposes un- 
der Section 661 of the 1954 Internal 
Revenue Code, because the claimant is 
not a beneficiary as defined under Sec- 
tion 643.1° 

On the other hand, if the claimant 
takes as an heir, legatee or devisee under 
Lyeth v. Hoey, the claimant should be- 
come a beneficiary for purposes of Sub- 
chapter J, the rules of which should de- 
termine whether payments made under 
the compromise result in part or in 
whole in taxable income to the claimant 
and a distributions deduction to the 
fiduciary in the same manner as pay- 
ments made to any beneficiary named 
in the will. However, in the develop- 
ment of the law to date, it is not clear 
that this result automatically follows, 
and there are certain problems which 
should be recognized by the parties in 
negotiating the form and times of pay- 
ment under the compromise. 


Income Interest for Life or Term 


Assume that in compromise of a will 
contest, the estate representatives initi- 
ally propose to pay the claimant one- 
third of the income from a testamentary 
trust for life or until he has received 
$200,000, whichever event first occurs, 
the other two-thirds of the income be- 


*Part 2 of article kased upon a paper, prepared 
with the assistance of Robert F. Cavanagh, of the 
Connecticut Bar, delivered at the Fall 1960 Tulane 
Tax Institute, the proceedings of which have been 
published by Bobbs-Merrill Co., Indianapolis. 


16**For purposes of this part, the term ‘benefici- ° 


ary’ includes heir, legatee, devisee’” (IRC Sec. 643 
(e)). 
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ing paid to the beneficiaries of the trust 
named in the will. Even if the $200,000 
discounted and paid in a lump sum 
would constitute a tax-exempt legacy 
under Lyeih v. Hoey, it is clear, of 
course, under Section 102(b), that the 
compromise payments from the trust 
will be wholly taxable to the claimant 
as a gift of income only.” 

Moreover, although the compromise 
may have been bargained for the re- 
lease of valuable rights if proved under 
state law, the claimant can assign no 
basis to his income interest and can 
claim no amortization deduction for 
purposes of reducing the income taxable 
to him annually.'®> However, to the ex- 
tent that any life tenant under current 
law can convert ordinary income into 
capital gain through a sale of his inter- 
est, even to the remainderman,'” the 
claimant could probably at any time sell 
his income right, for instance to the 
other trust beneficiaries.”° 

If, as proposed, all of the income of 
the trust is to be paid out currently, we 
have no problem of the tier system nor 
of the trustee’s distributions deduct‘on. 
The advantage to the estaie and the 
other beneficiaries of such a simple in- 
come interest for the claimant is that 
principal is preserved intact, the e=‘ate’s 
obligation is measured by the income 
available to pay it, and the trustee can 
deduct the payments as current distribu- 
tions to a_ beneficiary. However, the 


17For specific applications of the rule of Irvin v. 
Gavit in will contests compromised through accept- 
ing an income interest, see Harrison v. Comm., 119 
F. 2d 963 (7th Cir., 1941); Harte v. United States, 


252 F. 2d 259 (2d Cir., 1958); Allen v. Welch, 49 F.* 


Supp. 902 (D.C. Mass., 1943); and see Brown v. 
Comm., 180 F. 2d 946 (5th Cir., 1950) where royalty 
interests of legatees fixed under compromise agree- 
ment were held taxable income from date of the 
agreement and not exempt bequests under will. 

181954 Internal Revenue Code Section 273; Codman 
v. Comm., 50 F. 2d 763 (1st Cir., 1931); United 
States v. Ellis, 264 F. 2d 325 (2d Cir., 1959). But see 
Lydia Hopkins, 13 T.C. 952 (1949), where payments 
to taxpayer for life from the income of a trust of 
her mother’s separate property, in consideration for 
her forbearance from contesting father’s will, were 
he!d not taxable until the aggregate of payments 
received exceeded the value at the t_me of the avree- 
ment. 

See Estate of Bell v. Comm., 137 F. 2d 454 (8th 
Cir., 1943); Bell v. Harrison, 212 F. 2d 253 (7th Cir., 
1954); William N. Fry, Jr., 31 T.C. 522 (1958). 

2oQuigley v. Comm., 143 F. 2d 27 (7th Cir., 1944). 


claimant's attorneys may well recom. 
mend rejection of such a compromise on 
the grounds that a mere income interest 
is not sufficient protection for the 
claimant and he foregoes the opportun. 
ity to receive capital tax-free as a be. 
quest if Lyeth v. Hoey applies in his 


case. 


Lump Sum or Installment 
Payments 


Assume, starting from the other end, 
that the executor negotiating for the 
estate and its beneficiaries, has simply 
offered to make the claimant a lump 
sum payment of $160,000 in release of 
all of his claims. Assume further that 
the estate would have about $40,000 of 
accumulated distributable net income in 
the year of the compromise payment. 
The tax question, then, for the claimant 
has been whether the relief provisions 
of Section 663 would apply to prevent 
inclusion of this $40,000 in his taxable 
income for the year paid, as a benefici- 
ary of the estate under Section 662. 

Section 663(a)(1) provides the ex- 
clusion for gifts or bequests of specific 
sums of money or property paid or 
credited all at once or in not more than 
three installments. Even if the Treasury 
agrees that the claimant stands in the 
position of a legatee under Lyeth v. 
Hoey, two hurdles must be crossed be- 
fore he can have the benefit of this ex- 
clusion. While the Code language would 
exclude any amount which “under the 
terms of the governing instrument” is 
properly paid or credited as a gift or 


bequest, etc., Treasury Regulation. Sec-’ 


tion 1.663(a)-l1(a) more narrowly pro- 
vides that the specific sum or the specific 
property .must be paid or credited “un- 
der the terms of the will or trust instru- 
ment.” Again Section 1.663(a)-1(b) 
states that to constitute a specific sum 
or specific property “the amount of 
money or the identity of the specific 
property must be ascertainable under 
the terms of a testator’s will as of the 
date of his death.” (Italics added.) 


Thus, the first question is whether 
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the Tr isury would accept the compro- 
mise a reement after the death of the 
testator as standing in place of, or be- 
coming part of the will, and thereby 
sufficie..ly specifying the sum called for. 
Such a construction of the Code seems 
called { r under the principles of Lyeth 


y. Hoe and is perhaps indicated in 
Revenu' Ruling 55-122,2! where the 
Treasur’ did rule for purposes of a 


charitalie deduction that a compromise 
agreement “takes the place of the will” 
and that charitable takers under the 
comproniise were “pecuniary legatees.” 

The second question derives from the 
fact that the Code apparently contem- 
plates and Treasury Regulation Section 
1.663(a)-1(b) specifically provides that 
a bequest of a share of the residue can- 
not have the benefit of the exclusion. 
Therefore, if the claim at state law was 
to a distributive share of the decedent’s 
estate, it seems doubtful whether a com- 
promise payment of $160,000 converts 
to a specific pecuniary legacy what 
would have been a share in the residue 
had the claimant proceeded to judgment 
in his favor. 

While the amendments to Section 
663(a) proposed in the Trust and Part- 
nership Revision Act of 1960 would not 
fully solve this problem, the draftsmen 
have recognized the inequities occasion- 
ally arising under Section 662 in taxing 
to the extent of distributable net income 
essentially corpus distributions under 
local law, specifically mentioning pay- 
ments solely out of corpus to will con- 
testants.°* The partial remedy proposed 
by the Act would add subsections (2) - 
(3) and (4) to Section 663(a), exclud- 
ing distributions in kind of real or 
tangible personal property or closely 
held stock (with limitations) from the 
corpus of an estate, made in full or 
partial satisfaction of a bequest, share. 
award or allowance; excluding awards 
or allowances for support of a surviv- 
ing spouse or dependents under local 
law; and excluding distributions from 
small estates as defined. 

However, when the compromise 
award, as in the example above, is a 
sum of money, and assuming that the 
claimant stands in the position of a 
residuary legatee so that Section 663 (a) 
does not apply, the recognition of his 
plight in the proposed Act is the ex- 
tension to estates and simple trusts of 





211955-1 Cum. Bull. 390. The withdrawal of this 
ruling by reason of the decsiion in Emanuelson, 
Adm’r. v. United States, 159 F. Supp. 34 (D.C. 
Conn., 1958) does not affect the Treasury’s recogni- 
tion of the principle involved. Rev. Rul. 59-15, 1959-3 
LR.B. 10. 

“Sen. Fin. Comm. Report No. 1616, 86th Congress, 
2d Sess., p. 21 (Emphasis added). 
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the “separate shares” rule of Section 
663(c) previously applicable only to 
complex trusts. Thus, even if the claim- 
ant would not obtain complete relief 
as a specific pecuniary legatee under 
Section 663(a), he will be able to obtain 
substantial relief under Section 663(c) 
as amended if the Act is passed. Even 
without this law, depending upon the 
estate’s taxable year, distributions to 
the other beneficiaries, and the claim- 
ant’s other income, it may be possible 
to negotiate the compromise so as to 
stage payments minimizing or elimina- 
ting taxable income allocable to the 
claimant. 

If, however, because of concern that 
Lyeth v. Hoey does not apply and the 
entire $160,000 in our example will be 
taxable income, the claimant wishes to 
spread the payments over a longer pe- 
riod of time, he may be able to negoti- 
ate a higher sum, payable not as a mere 
income interest in the trust as above, 
but as in effect an annuity of, say, $20,- 
000 a year for ten years. In this event, 
even though the claim to a legacy under 
Lyeth v. Hoey stands up, he will none- 
theless be taxable on the payments to 
the extent of his share of distributable 
net income each year, and his principal 
concern should then be so to draft the 
compromise agreement that there can 
be no doubt of the applicability of the 
separate shares rule of Section 663 to 
limit his liability regardless of what 
distributions are made from income or 
principal to the other beneficiaries. 


Payment by Distributees Instead of 
Estate—Out of Court Settlement 


Assume that the named beneficiaries 
under the contested will were simply 
equal distributees in fee simple of the 
residue of the estate and that before 
any compromise is negotiated with the 
claimant, the estate has distributed ac- 
cumulated net income and all principal 
but a tax reserve to the named benefici- 
aries in equal shares. The estate has 
shown income as distributed to the 
beneficiaries in its form 1041 fiduciary 
return and they have picked it up on 
their individual returns. Then assume 
that the claimant negotiates directly 
with the beneficiaries for a compromise 
of $200,000, payable $100,000 by each. 
which in the minds of the parties repre- 
sents a principal payment of about 
$180,000 plus a share of net income of 
about $6,000 or $7,000 a year from the 
date of the testator’s death to the date 
of compromise. Again, it appears tha! 
the terms of the compromise can signifi- 
cantly affect its tax consequences. 


If the compromise is simply stated as 
a lump sum payment of $100,000 by 
each beneficiary, it seems most likely 
that the claimant will receive the entire 
$200,000 tax exempt under the princi- 
ples of Lyeth v. Hoey. However, if the 
beneficiaries are in sufficiently strong 
bargaining position, they may be able 
to obtain substantial income tax relief 
by casting the compromise in the form 
of a $180,000 principal payment and 
$20,000 of income from date of death. 
In this case, it appears that the benefi- 
ciaries may use the “claim of right” 
doctrine to take a deduction or credit 
against tax in the year of payment,”* 
and it seems clear that the claimant will 
not be able to treat the $20,000 as a 
principal payment,** although he may 
be able to spread the income over the 
years when it would have been paid by 
the estate, if the compromise were “re- 
lated back” to the date of testator’s 
death. Moreover, if under state law it 


23Martin R. Bowen, 34 T.C. —, No. 25 (1960); 
G.C.M. 16730, XV-1 Cum. Bull. 179; Healy v. Comm., 
345 U.S. 278 (1953); Phillips v. Comm., 262 F. 2d 
668 (9th Cir., 1959); 1954 Internal Revenue Code, 
Section 1341. 

*4Assuming that Lyeth v. Hoey applies, the 
$20,000 would ordinarily be taxable under Section 
102(b) as “income from any property received as a 
gift, or under a will or statute of descent.’’ Hale v. 
Anglim, 140 F. 2d 235 (9th Cir., 1944); Harrison v. 
Comm., 119 F. 2d 963 (7th Cir., 1941). See Plunkett 
v. Comm., 118 F. 2d 644 (1st Cir., 1941). 
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can be shown that the estate would have 
accumulated and itself paid tax on the 
income before distributing it, the claim- 
ant may be able to shift the incidence of 
of tax back to the estate in such special 
circumstances.”° 

On the other hand, reverting to our 
original hypothetical, if the beneficiaries 
compromise by assigning the claimant, 
for example. one-third of the income 
from their father’s testamentary trust 
until the claimant receives $200,000, the 
same results should follow as discussed 
above where the estate makes such a 
compromise directly under the super- 
vision of the Probate Court. But even 
if the compromise were not deemed a 
bequest of an income interest under 
Section 102(b) and Lyeth v. Hoey, the 
named beneficiaries should be held to 
have made an assignment of income ef- 
fective to transfer the incidence of tax 
to the claimant, at least from the date 
of compromise.~° 


Surviving Spouses 

Much the same - principles discussed 
thus far apply where the contest involves 
a surviving spouse as claimant. That is 
to say, the courts generally look to see 
what the tax result would have been had 
the contest proceeded to judgment in 
favor of the spouse and, giving the com- 
promise the same character, tax it ac- 
cordingly. Perhaps the best example in- 
volving a surviving spouse’s claim and 
compromise is Tree v. United States.** 

It has long been held that the widow 
can take no basis for the value of the 
dower rights she surrenders and obtains 
no amortization deduction for the wast- 
ing term or life interest, to the extent 
paid out of income.** But when the 
claim for dower or statutory award 
would result in a principal share, rather 
than a mere income interest, then the 
compromise should be exempt under 
Section 102 and Lyeth v. Hoey, just as 
in the case of an heir or legatee’s com- 
promise, except to the extent taxable 
under the rules of Subchapter J already 
discussed. 

The same principles apply to the com- 
promise of a surviving spouse’s claim to 
community property.”” 


Martin R. Bowen, 34 T.C. —, No. 25 supra. See 
also, Jean E. L. Ryan, 15 T.C. 209 (1950). 

Blair v. Comm., 300 U.S. 5 (1937); Tree v. 
United States, 55 F. Supp. 438 (Ct. Cl., 1944), cert. 
den, 324 U.S. 852 (1944); ef. Quigley v. Comm., 
footnote 20 supra. 

2755 F. Supp. 438 (Ct. Cl. 1944), cert. den. 324 
U.S. 852 (1944). 

*Helvering v. Butterworth, 290 U.S. 365 (1933); 
Helvering v. Schaupp, 71 F. 2d 736 (8th Cir., 1934); 


Regenold v. U. S., 60 F. Supp. 765 (Ct. Cl., 1945);. 


Mim. 4146, XIII — 1 Cum. Bull. 93. 
Hale v. Anglim, 140 F. 2d 235 (9th Cir., 1944). 
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Members of Trust Class of the University of Oklahoma College of La 








] w were guests recently 
of the First National Bank and Trust Co. of Oklahoma City. John H. Miller, vice president 


and trust officer, was host for the occasion. After luncheon, the class was taken on a tour 


of the bank. 





Deductibility of Fees and Expenses 
By Parties to Contest 


When the compromise is character- 
ized as the recovery of income, or of 
an interest in income which will be tax- 
able to the claimant over the years, de- 
duction will be allowed under Section 
212 for legal fees and other expenses 
incurred.*° However, “Expenses paid or 
incurred in protecting or asserting one’s 
rights to property of a decedent as heir 
or legatee, or as beneficiary under a 
testamentary trust, are not deductible.*! 

On the other hand, what shall be the 
tax treatment of the expenses of the 
named beneficiaries who fight off the 
raid on the will or testamentary trust 
and then retreat with the compromise 
payment? Or suppose that the fight is 
not between outsider and insider but 
only over the relative shares of a fund 
in which all have claim to some interest. 
The Commissioner will undoubtedly 
seek to deny deduction by the contest- 
ants on the grounds that their legal ex- 
pense was incurred “in defending or 
perfecting title” or in “protecting or as- 
serting one’s rights to property” as heir, 
etc. So far as the writer can tell, there 
is no clear answer to this imbroglio. 

E. W. Brown, Jr.®* squarely denied 
deduction of the legal expenses of two 
residuary legatees in compromising a 
threatened contest of the will which, if 
successful, would have taken much in- 
come producing property from them, 
Other cases, however, may indicate a 
liberalizing trend in recognizing the 
factor of “conservation” as frequently 
being the more significant.** 

%0See, e.g. Stella Elkins Tyler, 6 T.C. 135 (1946); 
Brad Love Sneed, 12 T.C.M. 711 (1953). 

Treas. Reg. Sec. 1.212-1(k). Marion A. Burt 
Beck, 15 T.C. 642, aff. per curiam 194 F. 2d 537 (2d 
Cir., 1952), cert. den. 344 U.S. 821 (1952); Comm. 
v. Burgwin, 277 F. 2d 395 (3rd Cir., 1960); B. M. 


Spears, 6 T.C.M. 303 (1947); C. C. McClees, 4 
T.C.M. 39 (1945). 

3219 T.C. 87 (1952), aff. 215 F. 2d 697 (5th Cir., 
1954); see also Shipp v. Comm., 217 F. 2d 401 (9th 
Cir., 1954); Garrett v. Crenshaw, 196 F. 2d 185 
(4th Cir., 1952). 


The Tax Court in its latest case, Willy 
Zietz,** allowed the heir and sole taker 
under his father’s will to deduct the ex. 
pense of successfully fighting an attach. 
ment of the income producing property 
so inherited in a proceeding brought by 
the divorced wife of his brother, since 
deceased, on the grounds that through 
him she had an interest in the estate, 
The case may go off on the narrow 
ground that this “malicious claim 
wholly without merit” did not amount 
to a bona fide attack on title. Or it 
may indicate that the Tax Court is now 
more ready to recognize an equity in 
permitting the deduction to heirs and 
beneficiaries for expense incurred not 
in voluntarily claiming property but in 
defending unsolicited attacks on what 
they otherwise already have. 

Returning to the claimant’s problems 
for a moment, assume that the compro- 
mise recovery is clearly taxable income 
because the claim was based on a legacy 
promised for services rendered, and the 
claimant is able to effect a spreadback 
of income under Section 1301 of the 
Code over the years when the services 
were rendered. Nonetheless, being a 
cash basis taxpayer, claimant probably 
will have to take the deduction for fees 
and expenses of the recovery in the year 
paid,*® thereby perhaps losing much of 
the benefit of the deduction. 

The Fifth Circuit recently held that 


where there was a contingent fee ar-, 


rangement for a percentage of the re- 
covery, which under local law was 
shown to constitute in effect a binding 
assignment of an interest in the recov- 
ery, that portion of the recovery paid 
to the attorneys is not includible in 


33Frederick E. Rowe, 24 T.C. 382 (1955); Ann 
Filor Day and Lytton-Smith, 57-1 U.S.T.C. Par. 
9270, 9272 (U.S.D.C. Ariz., 1956); Ruoff v. Comm., 
277 F. 2d 222 (3rd Cir., 1960). 

434 T.C. —, No. 37 (1960). 

*Weldon D. Smith, 17 T.C. 135 (1951), rev. on 
other grounds 203 F. 2d 310 (2d Cir., 1953), cert 
den. 346 U.S. 816; Charles Spicer, 13 T.C.M. 452 
(1954). 
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gross i come of the claimant, who then 
spread: back the net recovery.*® The 
Tax Ccurt disagrees,** and the issue is 
doubtful. Nonetheless, the Fifth Circuit 
may have added an important tax argu- 
ment jor the contingent fee arrange- 
ment s» favored in will contests. 


Fees aud Expenses Paid by Estate 


It is clear enough under Treasury 
Regulation Section 20.2053-3 that the 
estate's reasonable and bona fide ex- 
penses for its own attorneys, court costs, 
etc. in a will construction action or 
other contest are deductible for estate 
tax purposes as “administration ex- 
enses” under Code Section 2053, par- 
ticularly if the expenses are approved 
and established by local court decree. 
The Courts also generally extend the de- 
duction to sums paid out of the estate 
pursuant to a court order for the fees 
of counsel and litigation expenses of the 
contesting heirs and distributees, at 
least where local probate practice views 
this expense as in aid of the estate and 
the Court in determining the issues.*® 

Logically, the deduction should be al- 
lowed on the same basis if under local 
law and practice the estate is required 
to pay and treat as administration ex- 
penses the fees and expenses of any con- 
testant, whether or not an heir or dis- 
tributee under the will as such. How- 
ever, the Treasury takes the position 
that “Attorneys’ fees incurred by bene- 
ficiaries incident to litigation as to their 
respective interests do not constitute a 
proper deduction, inasmuch as expenses 
of this character are incurred on behalf 
of the beneficiaries personally and are 
not administration expenses.”*? Since 
the Tax Court at least is willing to en- 
tertain this argument from time to 
time,*° it seems advisable again to ob- 
tain court confirmation of compromise 
settlements including a recital that legal 
expenses paid by the estate as part of 
the compromies are approved as in aid 
of the administration of the estate under 
local law. 

“In the event that administrative ex- 
penses are such that they would be al- 





*®Cotnam v. Comm., 263 F. 2d 119 (5th Cir., 1959). 

See cases in footnote 36 and Pauline S. Nalle, 
T.C. Memo 1960-41. Dec. 24,087(m), where in a con- 
test for a larger royalty interest under will, the 
claimant was held taxable on the share of royalties 
accruing during the period of the contest which he 
had assigned to his attorney. 

Dulles v. Johnson, 273 F.2d 362 (2d Cir., 1959); 
Schmalstig v. Comm., 46 F. Supp. 531 (D.C. Ohio, 
1942); Estate of A. Bluestein, 15 T.C. 770 (1950), 
Acq. 1951-1 Cum. Bull. 1; see Commercial Nat. Bank 
v. United States, 196 F. 2d 182 (4th Cir., 1952) at 
Pp. 185; Minnie Gordon, devisee v. U. S., 163 F. Supp. 
542 (D. Ct. Mo., 1958). 

®Treas. Reg. Section 20.2053-3(c) (3). 

49Est. of Leo J. Dutcher, 34 T.C. —, No. 95 
(1960); Est. of W. Wright, 8 T.C. 531 (1947); Est. 
of C. M. Reed, 4 T.C.M. 889 (1945). 
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lowable for either income or estate tax 
purposes, ’*' the estate has the election 
under Section 642(g) of taking the de- 
duction against income tax rather than 
estate tax. By reason of Section 641, the 
estate is entitled to the same Section 212 
deduction as the individual claimant for 
ordinary and necessary expenses in- 
curred for the production or recovery 
of income or the management, conserva- 
tion or maintenance of property held 
for the production of income. 

The question is how much narrower 
this standard for income tax deduction 
may be than the estate tax standard of 
administration expense in Section 2053. 
On the positive side, the Supreme Court 
has held** that, as in the estate tax field, 
the ordinary and reasonable fees and 
expenses of the fiduciary’s own counsel 
in contesting a tax deficiency, even 
though unsuccessfully, and for advice 
in connection with the payment of cer- 
tain legacies and final distribution on 
termination of a testamentary trust, 
were deductible. 

As in the estate tax field, the deduc- 
tion has been extended by the Court to 
cover sums paid out of the estate pur- 
suant to local court order for the coun- 
sel fees and expenses of the interested 
parties to the litigation, as countenanced 
under local practice.** 

Nonetheless, we find the same con- 
flict in the income tax regulations as in 
the estate tax regulations between allow- 
ing “Reasonable amounts paid or in- 
curred by the fiduciary of an estate or 
trust on account of administrative ex- 
penses, including fiduciaries’ fees and 
expenses of litigation . . .”** and deny- 
ing “Expenses paid or incurred in pro- 
tecting or asserting one’s rights to 
property of a decedent as heir or lega- 
tee, or as beneficiary under a testamen- 
tary trust.”*° However, the opportunity 
may again exist to convert what could 
be a non-deductible expense to the 
claimant into a deductible expense of the 
estate through a proper local court order 
of payment by the estate as an approved 
and necessary expense of administration 
in resolving the will contest through 
litigation or settlement.*® 

The Treasury may also attack the es- 
tate’s income tax deduction even for its 
own counsel fees if incurred primarily 
~ 41Rev. Rul. 240, 1953-2 Cum. Bull. 79. 

“Trust of Bingham v. Comm., 325 U.S. 357 
(1945). See also Grace McBride Crile, 26 B.T.A. 
1020 (1932). 

43Kohnstamm v. Pedrick, 66 F. Supp. 410 (D.C. 
N.Y., 1946); Amy D. McHenry Trust, 6 T.C.M. 1027 
(1947). 

“Treas. Reg. Sec. 1.212-1(i); see also Rev. Rul. 
55-190, 1955-1 Cum. Bull. 275. 

Treas. Reg. Sec. 1-212-1(k). 


46See Commercial National Bank v. United States, 
196 F. 2d 182 (4th Cir., 1952). 


“in defending or perfecting title to prop- 
erty.”"47 The same attack may not be 
available in the estate tax field, where 
the expense may nonetheless constitute 
“administration” under Section 2053. 
In Parkway Realty Corp.** The Tax 
Court did so deny the trustees of an ir- 
revocable real estate trust any income 
tax deduction for attorneys’ fees paid to 
their own and to claimants’ 
counsel in settling an attack on the trust 
and the grantor’s will, on the ground 
that the element of defense of title pre- 
dominated over. the element of conserv- 
ing income producing property. 

On the other hand, in Loyd v. United 
States,*” the Court of Claims allowed an 
income tax deduction to the executors 
of an estate for legal cost in suing to 
have a separate residuary trust voided 
and trust principal paid into the estate 
to which it would otherwise have had no 
right. One would think this about as 
clear a case of a capital expenditure to 
perfect title as could be found, but the 
Court nonetheless thought the expense 
more properly a part of the business of 
the executors and the duties of admini- 
stration. 


counsel 


47Treas. Reg. Sec. 1.212-1(k); see Rev. Rul. 55- 
221, 1955-1 Cum. Bull. 275. 

4818 T.C.M. 235 (1959). 

49153 F. Supp. 416 (Ct. of Cl., 1957). 
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Thus, the cases on defense of title for 
purposes of a deduction by the fiduciary 
seem about as unsettled as the cases 
where the deduction is claimed by an 
individual. It may well behoove the fidu- 
ciary, therefore, to consider carefully, 
and if possible to obtain a determina- 
tion of, the deductibility against income 
tax of the fees and costs of settling a 
will contest before irrevocably waiving 
the deduction on the estate tax return, 
where perhaps it may 
readily. 


prevail more 


‘ A «A 
Estate Planning Institute 
Sets New Pattern 


Approximately 115 attorneys, trust 
officers, accountants and life underwrit- 
ers attended the Sixth Estate Planning 
Institute at the University of Georgia, 
Athens, on March 13-15. The registra- 
tion was slightly less than for the dates 
in January when the meeting had to be 
cancelled because of the weather. Dur- 
ing the first session estate planning was 
discussed as related to corporations. 
each speaker dealing with a particular 
assigned subject. A bird’s eye view of 
the many aspects of charitable giving 
was presented with the thought that in 
another year considerably more time 
would be devoted to this important 
phase of estate planning. 

The estate planning laboratory was 
under supervision of Professor Verner 
Chaffin of the University of Georgia Law 
School. Ten groups, each consisting of 
an attorney, a trust officer, a life under- 
writer and an accountant presented their 
views of a recommended program based 
upon a given statement of facts. These 
answers were compared with the an- 
swers given by the master panel, and 
while there was considerable similarity 
in recommendations, there were many 
wide differences, which were discussed 
at length before the entire conference. 

The session on the second day cov- 





LAWYER HEADS PAM 





Julius M. Gerzof, Chairman of Freeport, Long Island’s Personal Affairs Month Committee, 
accepts “Blueprint for a Successful Personal Affairs Month” from Horace E. DeLisser, 
founder of Personal Affairs Month, while Arthur L. Hodges, former newspaper editor and 
co-founder, looks on. Mr. Gerzof is the first attorney engaged in private practice anywhere 


in the country to head a Personal Affairs Month Committee. 





ered such matters as the use of life in- 
surance in estate planning and evalua- 
ting stock in closely held corporations. 
The question and answer period brought 
forth a wide difference of opinion. 

According to advice from James C. 
Shelor, chairman of the Trust Division, 
Georgia Bankers Association, and a pre- 
siding officer at the Institute, an innova- 
tion was made this year in giving the 
delegates some idea of the manner in 
which the funds of a mythical prospect 
would be invested when placed in ihe 
ccre of a trust department. This was one 
of the highlights of the session and a 
discussion of investment problems as 
well as the general economy will be on 
the program for 1962. 

The Institute was sponsored by the 
State Bar, Trust, Underwriter and Ac- 
countant organizations in cooperation 
with the University. 
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Stephenson to Work on History 
of Trust Business in U. S. 


Gilbert T. Stephenson, author, histor- 
ian, and former president of the Trust 
Division of The American Bankers As- 
sociation, has begun work on a history 
of the trust business in the United 
States, Trust Division President Robert 
R. Duncan has announced. Mr. Duncan 
is chairman of the board of Harvard 
Trust Company, Cambridge, Mass. 

Mr. Stephenson will be assisted in re- 
search by George C. Barclay, retired 
vice president of the First National City 
Trust Co. of New York (now Contribu- 
ting Editor of Trusts aNnp Estates) 
Victor R. Graves, vice president and 
trust officer of the Peoples National 
Bank of Washington, Seattle; Louis S. 
Headley, retired president of the First 
Trust Company of St. Paul; Leon M. 
Little, retired vice president of the New 
England Merchants Bank, Boston; and 
Joseph W. White, retired vice president 
of the Mercantile Trust Co., St. Louis. 


The history will touch on every as: ' 


nect of trust business in this country 
from its beginning in the early 19th 
century. In commenting on his plans, 
Mr. Stephenson said: “I shall try my 
est to make my work on this history 
my last major contribution to the irust 
business and to the Trust Division. At 
76 now, I am not anticipating that the 
history will be published during my 
lifetime but in connection with the cele- 
bration of the A.B.A. Centennial in 1975. 
Some young historian can complete it.” 
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the income and estate taxation of 
life insurance benefits and transactions 
involving life insurance are of more 
than usual interest to estate planners. 


\ NUMBER OF RECENT DECISIONS ON 


Premium Payment Test 


In U. S. v. Manufacturers National 
Bank of Detroit,‘ the United States Su- 
preme Court in a unanimous decision 
held that the premium payment test of 
Section 811(g) (2) of the Internal Reve- 
nue Code of 1939 was constitutional. 
The 1954 Code eliminated this basis for 
inclusion of life insurance proceeds,” 
and while the decision is not particular- 
ly significant under the present law its 
importance lies in the possibility that 
legislation of this nature may be ad- 
vanced in the future, which a contrary 
decision by the Court would almost cer- 
tainly have precluded. 


Even under the present law, despite 
elimination of the premium payment 
test, it is safer from an estate tax view- 
point for the owner of the policy to pay 
the premiums herself, if circumstances 
permit. This is because of the uncertain 
effect that payment of premiums by the 
insured on a policy owned by another 
might have under Section 2035 of the 
Internal Revenue Code covering “Trans- 
actions in Contemplation of Death.”’* If 
no living motive can be established, is 
the sum of the premiums paid as gifts 
to the policy owner in the three years 
prior to death the maximum amount 
that may be included in the donor-in- 
sured’s estate on this basis? Or, as some 
fear, might the Internal Revenue Service 
contend that the portion of the proceeds 
attributable to these premiums should 
be included in the insured’s estate ?* 

So far as is known, there is still no 
case, ruling, or regulation directly an- 
swering this increasingly common ques- 





1363 U.S. 194 (1960). 

*Code Sec. 2042. 

8See Reg. Sec. 20.2042-1(a) (2) covering a trans- 
fer of the policy itself. 

‘See authorities cited in Mannheimer, Wheeler & 
Friedman, An Unexplored Form of Insurance Trust, 
C.L.U. Journal, Vol. 10, p. 273, footnote 30, p. 282. 
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ESTATE PLANNING LESSONS 


From Recent Insurance Tax Cases 


tion. Until the premium payment test 
was eliminated in 1954, the exact ques- 
tion was unlikely to arise. However, al- 
most the converse situation occurred in 
Liebmann v. Hassett,> where a_ policy 
was held to have been transferred by 
Mr. Liebmann to his wife in contempla- 
tion of his death, and hence includible 
in his estate. Subsequent to the transfer, 
however, Mrs. Liebmann had paid two 
premiums and the court held that the 
portion of the proceeds attributable to 
these two premiums should be excluded 
from his estate. The situation we are 
considering is clearly distinguishable 
from that considered in the Liebmann 
case. Nonetheless there are sufficient 
similarities so that the dangers inherent 
in the court’s reasoning are apparent. 


One solution that has been suggested 
for avoiding any tax dangers that may 
atiach to premium payment by the in- 
sured may have considerable merit. If 
premiums are paid by the insured donor 
more than three years in advance and 
the right to the advance premiums is 
vested completely in the donee,® then it 
would seem that no premium on the 
policy would be paid as a gift within 
three years prior to the donor’s death, 
and the problem should be avoided. Of 
course, the magnitude of this problem 
in any particular case decreases each 
year as the ratio of the last three an- 
nual premiums to the total premiums in 
turn decreases. 


Marital Deduction 


The Supreme Court also spoke in the 
case of Meyer v. U. S." affirming a 
holding® which had denied the marital 
deduction with respect to that portion 
of insurance proceeds held under a life 
income option which provides payments 
for the widow’s lifetime beyond the 
guaranteed period. An earlier case* had 


5148 F. 2d 247 (1st Cir. 1945). 


®The owner of the policy is not necessarily the 
owner of the advance premium account and it would 
be possible for the insured to give away the former 
while retaining ownership and control of the latter. 

7364 U.S. 410 (1960). 

S8Meyer v. U. S., 275 F. 2d 83 (2d Cir. 1959). 


A. S. MOSES, JR. 


Assistant Counsel, Connecticut General Life Insurance Company, Hartford 


held there were in effect two separate 
funds — one to provide the period cer- 
tain and the other to provide the de- 
ferred annuity, and had allowed the 
marital deduction with respect to the 
latter. 


In the Meyer case, the Supreme Court 
found that the policies in question did 
not require segregation of the amounts 
to provide the period certain and the 
contingent deferred life annuity benefits. 
Any separation by the Insurer was only 
for bookkeeping purposes, but no sepa- 
rate funds actually existed. On this basis 
the Court determined that the wife had 
a terminable interest in the entire fund 
and denied the marital deduction with 
respect to any part of it. 


It is likely that the practices of most 
companies would be similar to the prac- 
tices passed on by the Supreme Court 
in the Meyer case, and it is unlikely that 
a marital deduction would be permitted 
with respect to the deferred annuity por- 
tion. Where an individual has some 
misgivings about granting a power of 
appointment to his wife, a different de- 
cision would have been of some estate 
planning advantage. Most estate plan- 
ners, however. will not be troubled by 
the decision but will simply include a 
power of appointment in the installment 
settlement arrangement and so qualify 
not only the deferred annuity portion, 
but the period certain portion as well. 


Est. of Werbe v. U. S.1° also decided 
against the taxpayer in another case 
involving the marital deduction. Pur- 
suant to elections made by the insured, 
life insurance death benefits were left 
under installment settlement arrange- 
ments for the insured’s wife, to whom a 
right of full or partial withdrawal was 
granted. The wife was not granted a 
power of appointment at death, presum- 
ably because it was felt that the power 
of withdrawal during lifetime was suff- 
cient to qualify the insurance proceeds 


®In re Estate of Reilly, 239 F. 2d 797 (3d Cir. 
1957). 


10273 F. 2d 201 (7th Cir. 1959). 








for the marital deduction. Policies of 
two companies were involved. One com- 
pany’s installment settlement agreements 
provided that the company should not 
be required to permit withdrawals ex- 
cept on a payment date and should have 
the right to require 90 days’ notice in 
writing. The company could limit par- 
tial withdrawals to four a year and to 
amounts of not less than $50. The other 
company’s agreement provided that the 
wife could withdraw in whole or part 
on an “interest due date” with a $100 
minimum for partial withdrawals. The 
company could defer payment of any 
such withdrawal for a period not ex- 
ceeding six months. 

Representatives of both insurance 
companies testified that these and simi- 
lar restrictions were commonly inserted 
in installment settlement arrangements 
for the convenience of insurers and to 
minimize administrative expense, and 
did not actually preclude the exercise of 
the power of appointment “in all events” 
within the meaning of the code and 
regulations.’ There was no indication 
that either of the companies involved 
a see of appointment is to be effective in 
qualifying life insurance proceeds held under an in- 
stallment settlement arrangement for the marital 
deduction, the power must be exercisable “in all 


events.”’ Code Sec. 2056(b) (6); Reg. See. 20.2056 
(b)-6(a) (4). 
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would have enforced these formal limi- 
tations. Nonetheless, the Court found the 
provisions were not “contradictory or 
ambiguous” and determined that the 
right of withdrawal was not exercisable 
“in all events.” On this basis the mari- 
tal deduction was denied. 


Although limitations of this nature 
are found in the installment settlement 
arrangements of many insurance com- 
panies, the Werbe case does not present 
a serious problem for estate planners for 
the future. Most persons willing to grant 
a spouse a right of complete withdrawal 
will be equally willing to grant her a 
power to appoint to her estate. As a 
result of the decision, however, a review 
of prior existing installment insurance 
arrangements on living policyholders 
who may have relied for the marital 
deduction on a right of withdrawal 
alone may be advisable. Unless a com- 
pany’s installment settlement arrange- 
ment is crystal clear and completely 
free even from minor formal limitations 
on withdrawal, inclusion of a power of 
appointment is the safest course.'” 


Deductibility of Interest 
In Knetsch v. U. S., }* the United 


States Supreme Court finally resolved 
the question of the deductibility of in- 
terest-on a policy loan incurred to pur- 
chase’ a single premium annuity con- 
tract.1* The case involved a pre-1954 
transaction, which would fail today un- 
der the express language of the Code.” 


12Most if not all companies will include such a 
power upon request. The following is one example of 
a clalse granting such a power: 


“Mary Doe, wife, shall have the right after the 
death of the Insured and during her lifetime to re- 
voke any provisions herein for payment of any pro- 
ceeds remaining at her death by directing the Com- 
pany to pay such proceeds in one sum to her execu- 
tors or administrators, and it is specifically provided 
that the interests of ahy other beneficiaries in and 
to such proceeds shall be subject to this superior 
right of said wife. Any such direction must be in 
writing and filed with the Company at its Home Of- 
fice, and when so filed, whether said wife be then 
living or not, shall take effect as of the date of exe- 
ecution of such direction but without prejudice to the 
Company on account of any payments made by it 
before such filing.”’ 


13364 U.S. 361 (1960). 


14'The deduction had been denied in Emmons v. 


Comm. and Weller v. Comm., both 270 F. 2d 294 (3d° 


Cir. 1959), and in Diggs v. Comm., 281 F. 2d 326 (2d 
Cir. 1960), and had been allowed in U. S. v. Bond, 
258 F. 2d 577 (5th Cir. 1958). The Bond case, like 
the Knetsch case, involved single premium annuity 
contracts while the Emmons, Weller and Diggs cases 
involved annual premium annuities on which practi- 
cally all premiums had been discounted in advance. 
On December 5, 1960, the Supreme Court denied cer- 
tiorari in the Emmons, Weller and Diggs cases not- 
ing that the petitions had been filed prior to its de- 
cision in the Knetsch case. See also Loughran, 19 
T.C.M. 1193 (1960), decided prior to the Supreme 
Court’s decision in the Knetsch case, allowing an in- 
terest deduction on money borrowed from a bank to 
purchase single premium deferred annuity contracts. 
It will be interesting to see whether a distinction 
will evolve between those cases involving a loan on 
the contract from the insurer and those involving a 
loan from a bank or other outside source. 


It has significance, however, in what jt 
may possibly presage for future deci. 
sions. Its significance is not limited to 
the insurance and annuity field, nor 
even to the interest deduction. It seems 
to stand, with Gregory v. Helvering,6 
for the proposition that regardless of jts 
literal compliance with the law, a trans. 
action that has no other motivation than 
the tax gain itself will be considered a 
sham and will not succeed in realizing 
that gain. Thus, many tax “gimmicks” 
set up in literal compliance with the 
law, but lacking genuine substance, may 
be endangered by the reasoning of the 
Court.4 


Of considerable interest is the pos. 
sible extension of the Knetsch and Greg. 
ory doctrines to minimum deposit and 
bank loan insurance plans. Existence of 
the insurance element provides one rea- 
son for the transaction other than the 
pure tax gain itself and it has been 
hoped that this fact would render in- 
surance plans immune.'* Seemingly, the 
decision to disallow such plans should 
rest with the Congress and not the 
courts. However, this argument applied 
equally to Knetsch, and yet the Court 
took matters into its own hands. 


A case decided late in 1959 held” 
that nondeductible interest on loans in- 
curred to pay for single premium life 
insurance policies could not be added 
to the taxpayer’s basis for those poli- 
cies. The case involved ten single pre- 
mium ten-year endowment policies pur- 
chased in 1938 and 1939 with funds bor- 
rowed from a bank. In 1942 the Code 
was amended to deny the deuction for 
interest on loans incurred to purchase 
single premium insurance policies,”° and 
the taxpayer sought unsuccessfully to 
add his nondeductible interest to his 
premiums in determining the basis for 
computing taxable gain at maturity of 
the endowments. 


Gain on Matured Endowments 


A common problem is how to avoid 


the full impact of the federal income | 


15Code Sec. 264 denying the deduction applies with 
respect to annuity contracts purchased after March 
1, 1954. 

16293 U.S.°465 (1935). 


“The majority opinion in the Knetsch case, as 
well as the dissent, recognized the possibility that 
some pre-1954 single premium annuity trnasactions 
“with nontax substance” may have created an “in- 
debtedness” within the requirements for deductibil- 
ity of interest payments. 


18See for example, R & R Advanced Underwriting 
Service, Current Comment, November, 1959, Com- 
ment II, p. 98. 


%Chapin v. McGowan, 271 F. 2d 856 (2d Cir. 
1959). 


201939 Code Sec. 24(a) (6) added by Rev. Act of 
1942. 
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tax at ‘he maturity of an endowment 
contrac!.“' One attempt to lessen the im- 
pact of ‘he tax had met with initial suc- 
cess, In ?hillips,** the taxpayer had sold 
his end» wment contract shortly before 
maturity and contended successfully in 
the Tax Court that the sale resulted in 
a long term capital gain. Unquestion- 
ably the gain at maturity would have 
been taxable as ordinary income had 
the contract gone to maturity.** 


Short!y after the Tax Court’s deci- 
sion, the Court of Claims reached an 
opposite result in a similar case, Arnfeld 
vp. U. S..°* involving an annuity, and in 
February, 1960, the Court of Appeals, 
Fourth Circuit, reversed the Phillips 
case.”” Since the Supreme Court had 
denied certiorari in the Arnfeld case,°° 
this avenue of possible tax advantage 
now seems unlikely to offer much chance 
of success. 


While the capital gains approach to 
tax savings on matured endowments 
seems closed, there are other methods of 
avoiding the full tax impact in the year 
of maturity that are recognized in the 
law and regulations themselves. The 
most obvious of these is the election of 
an installment settlement arrangement 
within 60 days following maturity in 
order that constructive receipt of the 
maturity proceeds may be avoided and 
any taxable income spread over the 
period of the payments.** Or, if the tax- 
payer is unwilling to defer receipt of so 
large a portion of the proceeds and has 
current need for a larger amount in 
cash, he may request a partial lump 
sum payment, leaving the balance under 
an installment arrangement. Under the 
regulations it would seem this should 
not result in current receipt of taxable 
income except to the extent, if any, by 
which the amount received in cash ex- 
ceeds the taxpayer’s cost basis.** Of 
course, the taxpayer’s cost basis for fu- 





*“1Under Code Sec. 72(e) the gain at maturity of 
an endowment contract is taxable as ordinary in- 
come. but under Sec. 72(e) (3) the tax attributable 
to the gain shall not exceed the amount of tax that 
would have been payable had the gain been received 
one-third in the year of actual receipt and one-third 
in each of the two preceding years. 

30 T.C. 866 (1958). 

See footnote 21. 

4163 F. Supp. 865 (Ct. Cl. 1958). 

*Comm. v. Phillips, 275 F. 2d 33 (4th Cir. 1960). 

6359 U.S. 943 (1959). 


“Code Sec. 72(h). Note that Sec. 72(h) applies 
only to installment and annuity arrangements and 
hot to an arrangement to pay interest only. 

*This seems to be the result under Reg. Sec. 
1.72-11(d) if the partial lump sum payment is re- 
ceived before any installment payments have com- 
menced. The regulations do not give an actual exam- 
le, however, and a somewhat confusing reference 
in the section to Sees. 1.72-11(e) & (f) leads to some 
ied of interpretation. See also Reg. Sec. 1.72-11 
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ture installments would be reduced ac- 
cordingly.”® 

One common feature stands out in the 
decisions reported on above. All were 
decided against the taxpayer. Yet it 
would not seem that any of these de- 
cisions should disturb the process of 
estate planning unduly, nor pose any 
serious problems for the conservative 
and conscientious estate planner. 


2°Reg. Secs. 1.72-11(b) & (d). 
A A A 


Georgia Trust Conference 


Held in Columbus 


James L. Holman, vice president and 
trust officer, First National Bank. Col- 
umbus, was elected chairman of the 
Georgia Bankers Association Trust Di- 
vision, at its annual meeting held in 
Columbus, March 23-24. He succeeds 
James C. Shelor, vice president, Fulton 
National Bank, Atlanta. 


After a welcoming address by Jack 
B. Key, president, First National Bank, 
representing the Columbus Clearing 
House Association, the delegates heard 
Roscoe Thompson, Columbus attorney, 
discuss “A Practical and Sound Will 
through the Cooperative Efforts of At- 
torney and Trust Officer.” He was fol- 
lowed by a panel presentation on “In- 
creasing Trust Department Profits.” The 
panel members were: Frank Nash, vice 
president and trust officer, Citizens & 
Southern National Bank, Macon; James 
Oliver, vice presidentt and trust officer, 
Fourth National Bank, Columbus; and 
Thomas Slaughter, trust officer, First 
National Bank, Atlanta. 


“Legislation — Present and Future” 
was presented by Harvey Hill, vice pres- 
ident and general trust officer, Citizens 
& Southern National Bank, Atlanta. 
“Trust Techniques” were discussed by 
T. J. Bone, vice president and trust ofh- 
cer, Citizens & Southern National Bank, 
Augusta, and Richard Loughborough, 
trust officer, Fulton National Bank, At- 
lanta. The dinner speaker was James 
W. Blanchard, president, 
Bank & Trust Co. 


At the Friday session, “Trust New 
Business” was discussed by Howard 
Ector, trust officer, and “Establishing an 
Investment Program for a Revocable 
Trust having an Initial Deposit of $100.- 
000 in Cash” by Norman Welch, vice 
president, both of Trust Company of 
Georgia, Atlanta. 


“Funded Pension and Profit-Sharing 
Plans” was the subject for Joseph W. 


Columbus 





This modern banking facility, which will 
soon grace the skyline of Lincoln, Nebraska, 
will house the 60 million dollar trust assets 
of The First Trust Company. The 50-year- 
old trust institution recently moved into this 


building, which has been completely re- 
modeled inside. The exterior face-lifting is 
due to begin this spring. 





Satterthwaite of the consultant firm of 
Towers, Perrin, Forster & Crosby, Inc. 
A general discussion with questions and 
comments from the audience was mode- 
rated by Mr. Shelor, and the Division 
accepted an invitation from the trust 
departments of Albany to hold the 1962 
meeting at Radium Springs. 











PROPERTY 
IN CANADA 


The appointment of National 
Trust Company as ancil- 
lary administrator expe- 
dites the realization 
and transfer of 
American owned 
property in 
Canada. 


Enquiries Invited 


National 


Trust 


COMPANY 


LIMITED 








20 King Street East 
Toronto, Canada 


Montreal Hamilton Winnipeg 
Edmonton Vancouver Victoria 
Calgary 





Assets Under Administration 


Exceed $763,000,000 
Annual Report on Request 
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OF THE GRATIFYING ASPECTS OF 
QO the maturity of the trust business 
is the extent to which uniform fiduciary 
legislation had been enacted throughout 
the country. But although many uniform 
and model laws have been proposed over 
the years, they are still far from having 
been adopted to a sufficiently wide ex- 
tent. Thus every lawyer and trustman 
continues to find himself faced with the 
necessity of determining what to do 
when a trust or estate is subject to the 
laws of another jurisdiction or holds 
property therein. 

Until now there has not been a single 
convenient place where anyone inter- 
ested in the subject could find the com- 
plete texts of the uniform and model 
laws applicable to fiduciary matters nor 
where the data as to the action or lack 
of it as to such legislation by the vari- 
ous jurisdictions have been brought to- 
gether. The Uniform Laws Reports, ab- 
breviated as ULA, have printed all 
statutes recommended by the Commis- 
sioners on Uniform State Laws but those 
applicable to trusts and estates form 
only a small part of the output of the 
Commissioners. Model laws suggested by 
sources other than the Commissioners 
have never been brought together. 

This defect in the avilability of such 
material has now been remedied through 
the publication by the Trust Division 
of the American Bankers Association of 
a volume entitled “Trust and Estate 
Legislation.” The statutes are divided 
into two classifications, namely, those 
approved by the Executive Committee 
and recommended for adoption where 
needed, and those covering subjects of 
frequent interest to trustmen but which 
for one reason or another are not af- 
firmatively supported by the Executive 
Committee. There is a third section cov- 
ering subjects as to which proposed 
statutes have not been printed (or may 
not even have been drafted) but as to 
which uniformity among the states 
might be desirable. 

Thirty-one laws have been printed in 
full of which 17 are recommended and 
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UNIFORM AND MODEL LEGISLATION 


14 are listed as a matter of interest. 
Of the 31, sixteen are statutes drafted 
by the Commissioners on Uniform State 
Laws and the rest are so-called model 
acts, many of them prepared by the 
Committee on Fiduciary Legislation of 
the Trust Division. The format of the 
book is the same for all statutes, con- 
sisting, first, of an introductory note 
which may give some historical data 
about the particular law, may indicate 
important deviations from uniformity 
in particular states, or may make other 
pertinent comments. Then follows a 
list of the citations to the codes of the 
various states which have enacted the 
uniform or model act or something 
equivalent to it, after which the text 
of the act itself is printed. The treat- 
ment in some instances is elaborate, in 
others less so. For example, for a sub- 
ject as important as trust investments, 
there is a comment as to each state, 
whether or not it has adopted the model 
prudent man investment act, showing 
just what its statutes relating to fidu- 
ciary investments provide. In less vital 
and controversial fields, citations with- 
out comments are deemed sufficient. 

Among the more important subjects 
covered are: 

As to investments, the model Prudent 
Man Investment Act, the Uniform Com- 
mon Trust Fund Act, the model act for 
the Incorporation of a Mutual Trust In- 
vestment Company. 

As to stock transfers, the Uniform 
Stock Transfer Act, the Uniform Act 
for the Simplification of Fiduciary 
Transfers. 

As to taxation, various statutes relat- 
ing to inheritance taxation sought to be 
levied by more than one state, and 
where domicile is in dispute. 

As to administration and accounting, 
the Uniform Principal and Income Act, 
the Uniform Fiduciaries Act, the Uni- 
form Trustees Accounting Act, etc. 

This material was compiled with the 
assistance of the Trust Legislative Coun- 
_cil of the Trust Division which consists 
of a member in each state and the Dis- 





trict of Columbia. All legislation enacted 
in 1959 is included and, because of de. 
lays in printing, even a few changes 
adopted in 1960. The volume is in loose 
leaf form so that pages can be inserted 
as future laws are added to the list and 
pages substituted as present statutes are 
amended or as the various states change 
their enactments or citations. Since most 
state legislatures meet biennially it is to 
be hoped that the Trust Division will 
find it possible to publish up-to-date 
amended pages at two year intervals. If 
this proves feasible the information in 
the book will always be substantially 
current. 

The volume is available at the Trust 
Division office, 12 East 36 St., New 
York 16, for $5 a copy plus an addi- 


tional $5 for a convenient loose leaf 


binder. 


NEW CONCEPT FOR 
COST ACCOUNTING 


NEW APPROACH TO COMPUTING THE 
Awe of administering personal 
trust accounts has been developed by 
the Detroit Bank and Trust Company. 
As cost accounting is a subject of con- 
stant concern to executive managements 
and operating divisions of all trust 
departments, a comment on any newly 
developed system is always in order and 
this particular method seems to have 
much to recommend it. 

Like many other students of the sub- 
ject, the originators of the Detroit 
Bank’s method have cast aside what at 
one time appeared to be a standard ap- 


. proach, namely, that based on activity. 


It is all very well to compute how 
many cents it costs to draw and mail 
each remittance check, to clip each 
coupon, to collect each dividend, to put 
through each bond or stock purchase 
or sale transaction, etc. But these are 
details. What really constitutes the major 
part of the cost of administering trusts 
is the value of the services of the people 
concerned and this is fundamentally 
what the customers pay for. 
Accordingly, the Detroit Bank starts 
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off on | © basis that costs will be de- 


termine’ in relation to the groups of 
people 10 perform a function. Each 
such gré ip is called a “production cen- 


ter,” th costs of which must be ab- 


sorbed whatever accounts use _ its 
particul: services. A number of such 
“produc: on centers” were decided upon, 
such as ‘‘ersonal Trust Division, Invest- 
ment l!.vision, Tax Division, Trust 


Bookkee;:ing Section, and departmental 
cost dai: sheets were worked up for 
each “cr iter.” 

Certain general rules have been 
adopted for convenience, even though 
not strictly accurate down to the last 
detail. The total annual cost of a divi- 
sion is subdivided according to the 
number of people in each with the re- 
sult that such items as cost of supplies 
are absorbed into the totals. Only the 
significant operations have been meas- 
ured, thus reducing the number of fig- 
ures and computations required for the 
final result with a minimal risk of harm- 
ful error. 

It was decided not to have the per- 
sonnel keep a time diary as lawyers do 
but each individual was first asked to 
determine the time he spent on each of 
his 20 most difficult accounts. It was 
then found that the relative amounts of 
time could be divided into numerous 
categories ranging from those accounts 
which consumed 126 to 1,000 hours of 
time per year down to those consuming 
only five hours per year. The time spent 
on all accounts was then estimated and 
each account placed in its proper time 
category. The working time of each per- 
son was arbitrarily fixed at 2,000 hours 
a year so that his final estimates had to 
account for approximately that amount 
of time without too great a variation 
above or below it. The results were then 
translated into synthetic figures called 
hour units. For example, if in the Per- 
sonal Trust Division 52 trusts consumed 
between 41 and 50 hours a year and the 


midpoint was 45 hours, the hour units 
applicable to each trust in that cate- 
gory totaled 52 times 45, or 2,340. The 
sum of the hour units for all the cate- 
gories gives the total number of hour 
units for the particular “production 
center.” 

When the total cost of the “center” is 
divided by the total number of hour 
units applicable to it the result is a cost 
per hour unit which, when in turn multi- 
plied by the time spent on each account 
in the category, gives the cost of each 
component in that “center.” Thus if the 
cost per hour unit in the Personal Trust 
Division is $2.17, the cost of the group 
of accounts which consumes 41 to 50 
hours a year is 45 times $2.17, or 
$97.65. 

It was clear that estate costs could 
not be computed on an annual basis 
and the life of the estate was used in- 
stead. Thus it takes some time to build 
up a full cost of such accounts. Also, 
in some “production centers” such as 
the Investment Division, it was found 
that its services were used by the pen- 
sion and profit sharing personnel as 
well as the Personal Trust Division. Ac- 
cordingly, the hours per unit of the 
investment group had to be allocated 
between the two sections to ascertain 
the factors relating solely to personal 
trusts. Furthermore, in the case of the 
Trust Bookkeeping Section, activity 
turned out to be a real consideration so 
that in this “center” a pure volume basis 
was used. The cost of the section was 
divided by the number of entries to de- 
termine a cost per entry. It turned out 
that two-thirds of all entries were cash 
entries, the others relating to subsidiary 
records, checks and the like. Thus a 
figure of 114 times the number of cash 
entries was used which, when multi- 
plied by the cost per entry, resulted in 
cost per account. 

After computations in the above de- 
scribed manner have been made for all 
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the “production centers” the results are 
carried over onto account cost work sheets 
for each trust. People in each division 
mark on it the categories of their depart- 
ment applicable to each account and the 
operating department can then apply the 
appropriate figures as developed from 
the departmental cost data sheets. The 
sheets for each account carry at the bot- 
tom the actual fee received together with 
the estimated cost plus a mark-up to 
cover profit. Space is also provided to 
include additional estimated items en- 
titled “Factoring for Responsibility” 
and “Extraordinary Time and Items” 
if need exists to take these into account. 


It is interesting to compare this sys- 
tem with that devised by Glenn K. 
Mowry, Comptroller of the Bank of Cali- 
fornia, N.A., of San Francisco as de- 
scribed in this column for February 
1959. Both systems abandon the criter- 
ion of activity as a suitable basis but 
thereafter go off on different theories. 
It is impossible in limited space to ex- 
pound such a complicated subject prop- 
erly. Fortunately, Dexter Ferry, Comp- 
troller of the Trust Department of the 
Detroit Bank & Trust Company, has ex- 
pressed his willingness to make the man- 
ual describing his method available to 
trustmen who write to him. 
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TRUST PERSONNEL CHANGES 


(Five stars signify promotion of trustman to senior or executive vice president or president, or election to board of directors) 


ARIZONA 


PHOENIX—Advanced to asst. trust officers at THE ARIZONA 
BANK were Timothy A. Barrow and Frank C. Williams. Bar- 
row is a graduate of New Mexico Military Institute; Williams 
a graduate of Baylor U. 
PHOENIX—Frank E. Howard ‘named asst. trust officer at 
VALLEY NATIONAL BANK. 


CALIFORNIA 


LOS ANGELES—CITIZENS NATIONAL BANK appointed Earl 
W. Nordgren asst. trust officer. 

LOS ANGELES—At SEcurITy First NATIONAL BANK Mar- 
tin G. Feely became asst. trust investment officer; and Diana 
Viacich named asst. trust officer. 

Taylor F. Mullens, vice president and member of the 
executive committee, and formerly head of the Trust De- 
partment, terminated 38 years of service with the bank on 
March 31. 

LOS ANGELES—tTrust personnel at the new FIRST WESTERN 
BANK & TrRusT Co. are: Los Angeles: Ralph C. Whitsett, Jr., 
vice president and trust officer (formerly vice president and 
trust officer of BANK OF CALIFORNIA N.A., San Francisco) ; 
John J. Fedigan and Nicholas Fox, trust officers. Pasadena: 
Charles F. Kassebaum, vice president and trust officer. Santa 
Ana: Allen F. Schmeltz, vice president and trust officer. San 
Francisco: Marvin E. Rex, trust officer (formerly asst. trust 
officer of CITIZENS NATIONAL BANK, Los Angeles). 
MODESTO—Mrs. Wilma Brink appointed asst. trust officer 
of BANK OF CALIFORNIA NATIONAL ASSOCIATION. 

SAN FRANCISCO—At CrocKER-ANGLO NATIONAL BANK 
Herbert E. Olney retired as trust officer after 35 years with 
that institution. 

SAN FRANCISCO—WELLS FARGO AMERICAN TRUST Co. pro- 
moted the following to trust officers: J. B. Anderson, William 
A. Babcock, Chris T. Ford, Frank A. Pinaglia and Jack S. 
Selden. At the Sacramento office, Jerry D. Topp advanced to 
assistant secretary in the trust department. 


CONNECTICUT 


STAMFORD—Willard C. Poole retired as vice president and 
head of investments at FAIRFIELD COUNTY TRUST Co. 


DISTRICT OF COLUMBIA 


WASHINGTON—William H. Sands elected trust real estate 
officer of RIGGS NATIONAL BANK. 


FLORIDA 


MIAMI—CENTRAL BANK & Trust Co. elected Michael M. 
Isenberg vice president and trust officer. Isenberg is a Doc- 
tor of Jurisprudence, Northwestern U. Law School ’31. 
MIAMI—First NATIONAL BANK promoted Marjorie J. Mor- 
ris from asst. trust officer to asst. vice president. Miss Morris 
has been with the trust department since 1952. 
GEORGIA 

ALBAN Y—Robert K. Landrum resigned as vice president of 
First STATE BANK to become executive vice president of the 
newly formed Business Development Corporation of Ken- 
tucky. Prior to joining the bank in Albany he was vice presi- 
dent of Security Trust Co., Lexington, Kentucky. Appointed 
trust officer at First State, recently renamed First STATE 


BANK & TrusT Co., was Joseph B. Powell, Jr., who formerly 
was in law practice. 


ILLINOIS 


CHICAGO—Chester R. Davis retired as senior vice president 
of CuiIcaGo TITLE & Trust Co. Davis, with the trust division 
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L. C. DILATUSH 
Indianapolis 


FRANK B. REGISTER 
Louisville 


CHARLES POINDEXTER 
Louisville 
since receiving his LL.B, degree from U. of Illinois College 
of Law in 1922, held the rank of Major General, Retired. He 
was Assistant Secretary of the Army for Financial Manage. 
ment from 1955 to 1957 and in 1960 was named Civilian 

Aide-at-Large to the Secretary of the Army. 


INDIANA 


CRAWFORDSVILLE—Due to retirement of trust officer 
Julian G. Carter at First NATIONAL BANK & TRUusT Co., John 
A. Bowerman has been named to the post. 


ELKHART—Richard C. Spaulding joined First NATIONAL 
BANK as trust officer, where he will be an investment officer 
and security analyst working with various trust accounts as 
well as the bond portfolio of the bank. He has been associated 
with an investment firm in Detroit. 
INDIANAPOLIS—Luther C. Dilatush elected vice president 
and senior trust officer of MERCHANTS NATIONAL BANK fol- 
lowing the retirement of Fred P. Backer who held that title 
the past three years. 

MUNCIE—AMERICAN NATIONAL BANK & TRUST Co. elected 
John W. Jensma as trust officer. 


KANSAS 


LARNED—James R. Boyd joined First NATIONAL BANK as 
vice president and trust officer, after having previously been 
in law practice. 

WICHITA—At UNION NATIONAL BANK Glenn E. Tague 
elected asst. trust officer. 


KENTUCKY 


LOUISVILLE—CITIZENS FIDELITY BANK & TRUST Co. pro- 
moted Frank B. Register from trust officer to vice president 
in charge of the corporate trust department. Register has 
been with the bank since 1925 and has managed the corporate 
trust operations for 25 years. Charles Poindexter, elected 
trust officer, has been in the trust department since 1948; he 
is a graduate of Stonier Graduate School of Banking at Rut- 
gers U. 
LOUISIANA 


GRETNA—Tiley S. McChesney, formerly trust officer, named 
asst. vice president at First NATIONAL BANK OF JEFFERSON 
PARISH. 


MICHIGAN 





Kkkkk 


DETROIT—J. Donald Orth, formerly 
vice president and trust officer of 
MANUFACTURERS NATIONAL BANK, ap- 
pointed senior vice president in com- 
mercial banking department. Carroll S. 
Anderson succeeds him as vice presi- 
dent and trust officer; and H. Roger 
Secrest named asst. trust officer. 





J. DONALD ORTH 





——_ 
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CARROLL *}. ANDERSON 
D-troit 


cutive committee. 


School of Banking. 


trust officer. 


ELMER R. VACCHINA B. W. TURNBULL 


Las Vegas 


MISSOURI 


NEVADA 


NEW JERSEY 


NEW YORK 

















Richmond 


CAPE GiRARDEAU—R. H. Swaim elected president of 
First NATIONAL BANK succeeding Lyman A. Matthews, presi- 
dent and trust officer, who now became chairman of the exe- 


st, LOUIS—Towner Phelan retired as vice president in 
charge of advertising and new business at St. Louis UNION 
Trust Co. and is succeeded in that post by Harry L. Miller. 


LAS VEGAS—Elmer R. Vacchina, trust officer at the home 
ofice (Reno) of First NATIONAL BANK OF NEVADA has been 
placed in charge of trust activities in Las Vegas succeeding 
C.D. Brown who resigned. Vacchina joined the bank in 1947 
and is a graduate of U. of Nevada and the Pacific Coast 


JERSEY CITY—First NATIONAL BANK advanced Richard 
E. Nichols to trust officer; Harry C. Stoddard from manager 
of the corporate trust department to trust officer. 

MORRISTOWN—C. Freeman Ayers promoted to trust officer 
at First NATIONAL BANK. 
TRENTON—Miss Frieda Donaldson, with the trust division 
of First TRENTON NATIONAL BANK over 34 years, elected 





WILLIAM A. MORGAN 
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NEW YORK—William <A. Morgan 
elected senior vice president and direc- 
tor of BANKERS TRUST Co. succeeding 
Brian P. Leeb, who has reached retire- 
ment age. Morgan has been vice presi- 


dent and senior 


trust officer since 1959. 





NEW YORK—Arthur O. Simon named assistant treasurer in 
the trust department, CHASE MANHATTAN BANK. 
NEW YORK—MANUFACTURERS TRUST Co. appointed Herbert 


F, Hanson asst. trust officer. Hanson is a graduate of Colum- 
bia U. and Brooklyn Law School. 





R. G. MACKENZIE 
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SYRACUSE—Ransom G. MacKenzie 
elected executive vice president of MArR- 
INE MIDLAND TRUST Co. OF CENTRAL 
New York. MacKenzie, a graduate of 
Stonier Graduate School of Banking, 
was vice president and trust officer. He 
started banking with the former Syra- 


cuse Trust Co. 


at SoclETY NATIONAL BANK where he will specialize in the 
area of corporate trusts. 
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OHIO 


CLEVELAND—Harry B. Olds, Jr., named asst. trust officer 


DOVER—James W. Painter promoted to vice president and 
trust officer at REEVES BANKING & TRUST Co. 


OKLAHOMA 


GUTHRIE—Rolland Sifers, vice president and trust officer, 
FIRST NATIONAL BANK, also elected a director. 


OKLAHOMA CITY—Mrs. Ada Golden, formerly administra- 
tive secretary to Charles B. Stuart, executive vice president 
and trust officer, named asst. vice president. 


PENNSYLVANIA 


PITTSBURGH—John Eckels appointed director of advertis- 
ing and public relations of MELLON NATIONAL BANK & TRUST 
Co. as part of a program of expanded marketing activities. 
Eckels comes from the advertising agency of Fuller & Smith 
& Ross, Inc. 


SOUTH DAKOTA 


RAPID CITY—Former assistant cashier and asst. trust offi- 
cer Richard E. McKnight elected asst. vice president of FIRST 
NATIONAL BANK OF THE BLACK HILLs. 


TENNESSEE 


CHATTANOOGA—Parker W. Ingalls, vice president and 
trust officer of PIONEER BANK, elected also a director. 


NASHVILLE—Harlen Cragon, formerly assistant cashier 
and manager of the Belle Meade office of COMMERCE UNION 
BANK, transferred to the trust department with the title asst. 
trust officer. He is a graduate of Vanderbilt U. 


TEXAS 


TEXARKANA—R. B. Baldwin, vice president and trust offi- 
cer of TEXARKANA NATIONAL BANK, named also a director. 


UTAH 


OGDEN—CoMMERCIAL SECURITY BANK named William J. 
Critchlow, III a trust officer succeeding H. W. Hinley who re- 
tired as vice president and trust officer; named Harvey R. 
Schwitzer asst. trust officer. 


VIRGINIA 


CHARLOTTESVILLE—PEoPLES NATIONAL BANK elected 
William C. Stott asst. trust officer. 


RICHMOND—B. W. Turnbull elected vice president and 
trust officer of STATE-PLANTERS BANK OF COMMERCE & 
Trusts. Turnbull, who has recently been placed in charge of 
the operations of the trust department, has been with State- 
Planters since 1949. He holds a B.A. from College of William 
and Mary where he graduated Phi Beta Kappa, and is now a 
student at Graduate School of Business Administration of 
Rutgers. Turnbull is chairman of the Trust Legislative Com- 
mittee, Virginia Bankers Association and serves on the Com- 
mittee on Costs and Charges for the Trust Division, Ameri- 
can Bankers Association. 








The Directors and Officers of the Commercial Bank at Daytona 
Beach recently had a reception to introduce Joseph J. Granahan, 
who recently came to the bank to take charge of the Trust De- 
partment as vice president and trust officer. Mr. Granahan formerly 
was with the Schroder Trust Co. of New York. Guests were the 
members of the Volusia County Bar Association and the Certified 
Public Accountants and Tax Consultants in the area. 
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WASHINGTON 


SEATTLE—Henry H. Judson retired as vice president and 
trust officer of SEATTLE TRUST & SAVINGS BANK but will con- 
tinue on the board and as a member of the executive and trust 


investment committees. 


WEST VIRGINIA 


CHARLESTON—KANAWHA VALLEY BANK named Harry M. 
Waugh asst. trust officer in addition to his present title of 


assistant secretary. 
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infividvals seeking positions in trust 
departments may have free listing 
(maximum seven lines). Responses 
to listings should be addressed to the 
Code number shown, care of “Trusts 
and Estates,” for forwarding. 


Practicing attorney, 47, broad experi- 
ence in estate planning, estate and trust 
administration, banking, real estate, in- 
surance, and investments desires trust de- 
partment position in Southwest. Resume 
and references on request. 13-2 


Attorney-investment training, 27, 
three years trust department experience, 
seeks challenging position with trust de- 
partment which requires imagination, en- 
ergy and opportunity of advancement 
if qualified. Willing to relocate. 13-3 


Corporate clerk, 32, desires position in 
progressive trust operation. Seven years 
extensive experience in operations, ad- 
ministration in a large trust department. 


Ability and desire to assume responsi- 
bility. 13-4 


Trust new business officer, to organize 
or head estate planning and new busi- 
ness department of medium size bank. 
Age 33, nine years experience in this 
job, LL.B. degree. 13-5 


Trust man — new business develop- 
ment. Six years experience in specialized 
law practice and bank. Aggressive, alert 





ESTATE/TRUST LAWYER 


31, six years concentrated experience in 
all aspects of estates and trusts with two 
Wall Street law firms, wants position with 
another New York law firm or trust com- 
pany. 

Box S-14-5, Trusts and Estates 

50 East 42nd St., New York 17 








TOP TRUST EXECUTIVE 


Important bank in large Southern city. 
Must have extensive experience all phases 
of Trust operations and administration. 
Well-established department. 


Rox H-13-1, Teusts and Estates 
50 Ea-t 42nd St., New York 17 



















































































































































































































tot bok 
TORONTO—W. Leo Knowlton, Q.¢, Cli 
Director and General Manager, Canan, trust 
PERMANENT TRUST Co., elected a vie land 
president. Knowlton has also _ been fh 
elected a director of Canada Permanent Flor! 
Mortgage Corporation. visio 
Ame 
W. L. KNOWLTON ceed: 
Ase ae seni 
producer. Top references. Consider posi- BANK & TrusT Co, and the RockKLanp. = 
tion as head or second man in new busi- ATLAS NATIONAL BANK under title and 
ness section. 13-6 charter of the former, creating the see. trusl 
; : ond largest bank in New England. Wi. § [9 
Trust investment officer available. Ten liam D. Ireland will become chairman of § man 
as ee all phases investing the executive committee and chief execy. vice 
for personal trusts, investment manage- Tru 
ment and probate. Currentiy associated 
with large trust department. 13-7 i 
Tes 
Head of 25 million dollar trust depart- 
ment, in his early 50s, is interested in a fill 
position with more advisory and less ( 
managerial responsibility. Extensive ex- h 
perience in all phases of trust work. ” 
Prefers Pacific Southwest but will con- firs 
sider other areas. 14-1 W1iLLI4M D. IRELAND SHER:DAN J. THORUP the 
Investment officer 37, L.L.B. Harvard _ tive officer for six months, then to be sue. Ps 
law, B.S. honors. Experience: Invest- ceeded by H. Frederick Hagemann as 
ment manager quality suburban bank, president of the resulting institution. po 
large New York City bank personal and Chairman of the new bank will be Eé- Tr 
pension trusts, investment counsel, Uni- ward L. Bigelow. First vice president mé 
versity lecturer evenings. 14-2 Sheridan J. Thorup heads the combined He 
MBA, investment major, 31, desires ewan a _—— : 
position in portfolio management. One Birmingham, Mich. —- i . 7 
year experience in Pension Fund port- trust services tailored to customers in ve 
folio management in Investment Depart- Oakland County was announced by A B 
ment of large New York City bank. Ad- TRoIT BANK & TrusT Co. Vice president th 
vancement opportunities prime consider- and trust officer B. James Theodoroff ge 
ation, Willing to relocate. 14-3 will make his headquarters in the Wood- de 
ward-Hamilton office in Birmingham | 
Certified Public Accountant, 28, fiduci- every Monday and at any other time by 
ary tax experience with trust depart- appointment to advise in the actual set- 0 
ment of bank. Desires opportunity for tlement of estates, administration of P 
advancement in new location. Prefers trusts and guardianships and _ property 0 
southwest or south. Resume upon re- management. This new service is in ad § {i 
quest. 14-4 dition to the present Estate Analysis § i 
A AA program carried on in the Birmingtom i 
MERGERS, NEW TRUST POWERS _ Offices. } 
& BRANCHES Las Vegas, Nev. — BANK oF NEVADA & 
Golden, Colo. — Trust powers have appointed C. D. “Don” Brown as vice § ; 
been granted to First NATIONAL Bank. president and trust officer to head the § . 
Lakeland, Fla. — Fiorina NATIONAL Newly created trust department at Las 


BANK has begun to exercise trust powers 
with Richard N. Pearse, asst. trust offi- 
cer, in charge of the trust depariment. 

Albany, Ga. — First STATE BANK & 
Trust Co. is the name of the institution 
resulting from merger of First STATE 
BANK and the ALBANY TRusT & B’NK- 
ING Co. Herbert P. Haley is chairman, 
and J. R. Pinkston president and chief 
executive officer. 

Lexington, Ky. — First N/TIONAL 
BANK & Trust Co. and SECURITY TRUST 
Co. consolidated under the title First 
SECURITY NATIONAL BANK & TRusT Co. 

Boston, Mass. — Stockholders voted 
approval of merger of STATE STREET 






Vegas. Brown, for 26 years in banking 
and trust work within the State, most re- 
cently has been head of the Las Vegas 
branch of First NATIONAL BANK OF 
NEVADA, 


New York, N. Y. — The trust depart- 
ment of CHASE MANHATTAN BANK oOfi- 
cially moved to new headquarters April 
14th, with the new address of 1 Chase 
Manhattan Plaza, New York 15. 

New York, N. Y. — Stockholders of 
both THE HANOVER BANK and MANv- 
FACTURERS TRUST Co. approved merger 
of the two institution under the title 
MANUFACTURERS HANOVER Trust Co., ef- 
fective date estimated to be July 1. 
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Florida Trust Division 
Elects Hames 


Clifford M. Hames, vice president and 
trust officer, First National Bank of Or- 
lando, was advanced to chairman of the 
florida Bankers Association Trust Di- 
yision when it met on March 23 at the 
Americana Hotel, Miami Beach. He suc- 
ceeds R. C. Hinze, vice president and 
senior trust officer, Palmer First Na- 
tional Bank, Sarasota. 

John H. Wells, vice president and 
trust officer, Commercial Bank & Trust 
Co., Ocala, was advanced to vice chair- 
man of the Division, and Dean C. Houk, 
vice president and trust officer, Union 
Trust Co., St. Petersburg, was named 
secretary. Kenneth E. Haefele, vice 
president and trust ofhcer, Florida Na- 
tional Bank, Jacksonville, was named to 
fll a Board vacancy. 

Committee reports were featured by 
the Division, which was completing its 
first year of activity as a subdivision of 
the 67-year-old Florida Banking Asso- 
ciation. Walter Wrase, trust officer, First 
National Bank, Fort Lauderdale, re- 
ported on the success of the 1960 Trust 
Training School, of which he was chair- 
man, and the plans for 1961. Clifford 
Hames told of the continuing develop- 
ment of the Trust Manual. James W. 
McKinney, vice president and trust in- 
vestment officer, Palmer First National 
Bank & Trust Co., Sarasota, spoke for 
the Investment Committee, especially re- 
garding its efforts to assist smaller trust 
departments. Fees were discussed by 
J.T. Johnson, vice president and trust 
oficer, Citizens National Bank, St. 
Petersburg, who reported on a study 
of the adequacy of the present statutory 
fee for executors. A year of research on 
Relations with the Public was summar- 
ied by Kiernan Schoonmaker, vice 
president and trust officer, First Na- 
tional Bank, Clearwater. The report of 
the Legislative Committee, including 
suggestions for specific legislation to be 
sponsored this year by the Division, was 
made by Dean Houk. 

Special guests of the Trust Division 
included D. H. Mays, Jr., Florida State 
Deputy Commissioner of Revenue, 
Charles Kniskern, chairman, Florida 
Bar Association Tax Committee, and 
Earl R. Hudson, president of Kennedy 
Sinclaire, Inc., Montclair, N. J. 

The Division was informed that hun- 
dreds of thousands of dollars were being 
diverted from possible Florida domicile 
by the state’s 2% intangibles tax. Re- 
commendations for its reduction by this 
year’s legislature have been made by the 
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First National City Bank of New York’s 41- 


story Uptown Headquarters at 399 Park 
Avenue, which opened March 27. The build- 
ing occupies the full city block bounded by 
Park and Lexington Aves., 53rd and 54th Sts. 
Six complete floors are given over to the 
Bank’s Trust Division and its affiliate First 
National City Trust Co. Corporate trust 
business remains at 2 Broadway. 





FBA, the Legislative Tax Council, and 
the Florida Bar Association. The Divi- 
sion was asked also to back a law to 
legalize all aspects of title transfer by 
land trusts. These trusts under bank 
custody are themselves entirely legal. 
Stanley Wolff, president, Central Bank, 
Miami, stated. 

Mr. Hudson outlined today’s potential 
market for trust development (over 
$300 billion nationally). He emphasized 
the value of a good market analysis, 
and of a coordinated program of ad- 
vertising, direct mail, and well trained 


solicitors equipped with visual aids. His 
talk was illustrated by a visual presenta- 
tion of many sources of new business. 
He showed that wills probated over $10,- 
000 since 1940 have increased 500% 
in number and value in Duval County, 
100% in Orange County (to $34 mil- 
lion), and in Hillsboro County have 
risen in five years from $13 million to 
$24 million. In Duval County, since 
1958, wills over $25,000 have been av- 
eraging $14-$15 million. 


A A A 


Kansas Trust Conference 
Held in Hutchinson 


Kansas trustmen, bankers and guests 
met at the Baker Hotel in Hutchinson 
March 23 for the annual Trust Confer- 
ence sponsored by the Kansas Bankers 
Association Trust Division. After the 
report of president Albert Vogt, vice 
president and trust officer of First Na- 
tional Bank, Hutchinson, and a welcome 
from Burton L. Lohmuller, KBA vice 
president and president of First Nation- 
al Bank, Centralia, the Conference heard 
an address on “Why Do Banks Have 
Trust Departments?” from Charles W. 
Hamilton, who is a past president of the 
American Bankers Association and sen- 
ior vice president and senior trust offi- 
cer of National Bank 
Houston. 

“Landlord-Tenant Relationships” were 
discussed by Professor Wilfred H. Pine 
of Kansas State University and “Pru- 
dent Man Investments” by F. G. Schoet- 
tler of Wayne Hummer & Co., Chicago. 


of Commerce. 





Missouri. 


from other states to Missouri. 


St. Louis Union 





First Choice for Trust Service 
in Missouri 


The St. Louis Union Trust Company engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 
check. It is the largest stockholder of the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in 


We suggest consideration of our Company for ancillary service in 
Missouri or where recommendations are to be made to people moving 


“Trust Service Exclusively” 


ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 


Trust Company 














Patterns 1n Councils 


Survey Discloses Trends in Organization and 
Programs of Estate Planning Groups 


ROBERT K. LANDRUM* 


fF\ue Bard OF STRATFORD-ON-AVON 

had the answer for Estate Planning 
Councils. Shakespeare wrote in Hamlet 
the theme song for successful Councils: 
“The play’s the thing.” For the program 
— quality and appropriateness — is 
what makes Councils go or falter. The 
play, the theatrical production, the pro- 
gram, that’s the thing! 

Of course, it is mandatory to develop 
and maintain genuine interest among 
a group of knowledgeable people in 
order to have a properly functioning 
Council. There is another quality that 
goes hand in hand with interest and 
programs. It is leadership — officers 
and committeemen who produce and 
keep on producing. 

Prior to our forming the Sowega Es- 
tate and Business Planning Council on 
October 4, 1960, I had _ participated 
with three Albany residents in gather- 
ing information about the experiences 
of other Councils. We sent a single 
sheet questionnaire to 87 active Coun- 
cils as listed in the Trust Division of 
the American Bankers Association “Di- 
rectory of Life Insurance and Trust 
Councils and Estate Planning Councils,” 
compiled in February 1960 and brought 
up to date by the editors of Trusts 
AND Estates. To our amazement we got 
65 replies. This article is an attempt to 
present our findings from the replies. 


Council Organization 


We took most of our name (Sowega 
Estate and Business Planning Council) 
from several of the other Councils. The 
only original portion is Sowega, which 
is a contraction of Southwest Georgia. 

We added the word “Business” to our 
title in order to draw the accountant 
group closer to our purpose. It seemed 
to the four-man study commiiiee that 
our questionnaire revealed the desira- 
bility of doing so. Does not the account- 


*At the time this article was written, Mr. Lan- 
drum was Vice President & Trust Officer, First 


State Bank, Albany, Ga. Since then he has joined - 


the Business Development Corp. of Kentucky as 
Executive Vice President. 
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ant devote most of his estate skills to 
business interests and valuations, em- 
ployee benefits, business insurance, busi- 
ness taxes, and the like? 

Most Councils keep minutes of their 
meetings. This fact surprised us. Al- 
though we did expect more affirmative 
answers than negative to the question, 
“Do you have a formal organization?”, 
we didn’t expect the yes’s to so predomi- 
nate. Councils are non-profit, voluntary 
associations. Most operate under By- 
Laws or Articles. Some have no written 
rules. 


Programs 


Programs are the heart of the Coun- 
cil. Getting the proper man to be re- 
sponsible for the programs is a primary 
— perhaps the primary — assignment 
among the Council leaders. He is a 
“key man.” 

The refreshment phase of a program is 
very necessary, as well as very popular. 
Partaking of refreshments provides the 
time and the atmosphere for fellowship. 
This is vital, for out of fellowship 
springs teamwork — teamwork during 
the program portion of the meeting and 
teamwork during an actual estate plan- 
ning session with a real live client. But 
the underlying objective of each pro- 
gram is to give every one in attendance 
something. 

The conclusions we drew from the 
questionnaires are that programs should 
be high level but understandable; of in- 


terest to members of each group; on 


the subject of estate planning or closely. 


related, but varied in content from meet- 
ing to meeting; lecture and/or discus- 
sion with emphasis on the latter; utilize 
and promote audience participation 
whenever appropriate; emphasize the 
practice and development of teamwork 
in estate planning. Two Council officials 
pointed out that a good speaker is more 
important than a good subject. 

Here are some other ideas in rapid 
fire. On case material study, copies of 
the facts and objectives should be mail- 




















ed to all members a week or two before 
the meeting. A local Congressman or 
your Senator could perhaps provide an 
interesting program according to one 
Council’s experience. Program booklets 
seem to be well thought of by those 
Councils printing them. A couple of 
Councils have economists speak at a 
January or February meeting on the 
subject of business predictions for the 
new year. All the Councils in one state 
are planning to pool their resources to 
pay the expenses of out-of-state speakers 
and, thereby, cut down on traveling ex- 
penses by coordinated scheduling of 
their respective meetings. One Council 
sponsors an Estate Planning Day at the 
local law school. We were thinking that 
a Council with a law school in its vicin- 
ity could sponsor an Estate Planning 
Contest among the senior students. 


Perhaps there should be a trade asso- 
ciation of Estate Planning Councils to 
provide a clearing house of program 
subjects and speakers. TRUSTS AND Es- 
TATES points in that direction with its 
regular column on “Estate Planning 
Council Activities.” 


The more popular subjects covered by 
Council programs are: 


Actual Case Studies 

Business Insurance & Business In- 
terests 

Employee Fringe Benefits, and De- 
ferred Compensation 

Duties of Each Group in Admini- 
stration of an Estate 

Estate Planning Demonstration by 
a Panel 


Explanation of Estate Planning 


Tools 
Financial Statement Analysis 
Life Insurance in Estate Planning 
Pension. and Profit Sharing Plans, 
including Keogh Bill 
Post Mortem Estate Planning 
Settlement Options 
Short Term Trusts 
State Legislation 
Support and Education Trusts 
Tax Valuations 
Taxes 
When to Use Life Insurance Trust 
Will Drafting Techniques 


TRUSTS AND EsTATES 
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To aciually deliver subject matter 
such as |:sted above, a Council has five 
means a: its disposal: (1) Movies, 
(2) Guesi Lecturers, (3) Panel or Mod- 
erated Di-cussions, (4) Textbooks, and 
(5) Loca! Lecturers. 

Movies: There are two we have learn- 
ed about. One is Mutual Benefit Life’s 
“According to Plan” which runs 28 min- 
utes. The other runs 2 minutes longer, 
comes froin the University of Michigan’s 
Television Offices, rents for a nominal 
fee, and is entitled, “Taking the Mystery 
out of Wills.” 

Guest Lecturers: We plan to call on 
nearby Councils for suggestions. In ad- 
dition, we will call on outstanding lec- 
turers from the four occupational 
groups from nearby cities who are 
recommended to us; the price should be 
more nearly right the greater proximity 
to our home base. Quite often the price 
will be zero. 

Panel: Actual cases (disguised as to 
names) are preferable; the uncoverer 
should really be enthusiastic about the 
solutions developed. D. D. Staples & 
Associates, Richmond, has well-regard- 
ed case material at a reasonable price. 
Cases can be obtained from books, semi- 
nar recordings, trust conferences, law 
school text material, and will drafting 
contest brochures among other sources. 
Having prepared solutions can save the 
panel members a great deal of time and 
effort. 

Textbooks: One Council went chapter 
by chapter through Homer Harris’ 
“Family Estate Planning Guide.”* Each 
chapter, as we understand it, served as 
the program material. This writer has 
since read the book and found it to be 
top-notch. 

Local Talent: We hope to prevail 
upon the more skilled of our members 
from each group to conduct a program. 
This develops him, promotes group 
harmony. Also, we plan to give a list of 
estate planning terms (e.g. reversionary 
interest, terminal interest, buy and sell 
agreement, encroachment provision, 
source and application of funds state- 
ment, 20 years certain, power of ap- 
pointment) to various members to have 
each spend two or three minutes ex- 
plaining his assigned term. 


Membership 


As one would suppose, there is quite 
a variance in numbers of members of 
Councils. One Council reporting less 
than twenty members appears to be 
most satisfied with the benefits its mem- 
bers are receiving from the organiza- 


—_—_—_. 


*Baker, Voorhis & Co., Mt. Kisco, N. Y. 
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tion. We concluded that size was of no 
consequence. In fact, we sincerely be- 
lieve that eight or ten members would 
be an adequate number to initiate or 
even maintain a Council; however, each 
of these few members should be both 
interested in the success of the organ- 
ization and skilled in the field. 

The usual membership groups are: 
lawyers accountants, life underwriters, 
and trustmen. A few Councils still call 
themselves Life Insurance and Trust 
Councils, with members only from these 
two groups. 

There appears to exist an urge to re- 
strict overall membership numbers. The 
two obvious reasons are: — (1) exclu- 
siveness raises prestige of the organiza- 
tion, and (2) group participation can 
be better stimulated. However, there 
does not appear to be a strong tendency 
to tightly restrict membership numbers 
of the four occupational groups. This is 
different from past thinking and prac- 
tice. The trend in by-law amendments is 
to leave proportional representation up 
to the appropriate committee (Member- 
ship or Executive Committee) . 

In this trend our Council concurs. 
This was our best thinking even though 
we were put on notice by some of the 
returned questionnaires that trustmen 
would swell the ranks (particularly was 
this the word from the larger city 
Councils) and that life underwriters 
would outnumber the other three 
groups, if allowed to do so. Perhaps the 
reason some Estate Planning Councils 
have been transformed in effect into 
Life Insurance and Trust Councils is 


that the numbers of trustmen and in- 
surance underwriters drove the C.P.A.’s 
and lawyers “over the hill.” 

All Councils have a requirement that 
lawyers be members of the local bar 
association. Most Councils provide for 
accountants being certified; one allows 
non-certified employees of C.P.A. firms 
if the individual has estate planning ex- 
perience. Experience is the primary re- 
quisite for membership qualification as 
far as we are concerned. Other Councils 
concur. In fact, the use of experience 
as the primary criterian in judging an 
applicant for membership appears to be 
as much a trend among Estate Planning 
Councils as the trend concerning num- 
bers of members for each of the four 
groups. 

Trustmen are customarily required to 
be officers of an institution actually ex- 
ercising trust powers. Most particularly 
they probably should be officers who 
are experienced in fiduciary matters. 

The experience test must be put to 
life underwriters. Experience means ex- 
perience in estate planning. Some Coun- 
cils restrict membership from this pro- 
fession to C.L.U.’s. (If we in Albany did 
this, we would have no life men.) Other 
Councils maintain other requirements 
such as completion of a L.U.T.C. course 
or membership in the local life under- 
writer's association. We adopted the 
latter requirement. We believe that any- 
one who is not a member of the local 
association has failed to demonstrate an 
interest in group discussion and just 
plain old togetherness, not to mention 
interest in his own profession. But once 
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again it is experience that should tip 
the scales. 

We put a restriction in our Articles 
of Association that no other Council 
mentioned in reply to the questionnaire. 
We limit to two the number of members 
from one firm in any one of the four 
vocations. Our reason was due to our 
being — at least in the beginning — a 
small Council. For later expansion, we 
can select members from different firms. 
We did not want the “party line” of 
any large firm to dominate or greatly 
influence the solutions to actual cases 
under discussion during a panel discus- 
sion program. 

A Florida Council places a one-year 
residence requirement on new members. 
Trust officers there evidently have a 
difficult time hiring enough clerks in 
their departments to keep the new wills 
sorted and filed! 

From another less-expanding area 
comes the advice “not to be discouraged 
if membership falls off at the end of the 
first year.” This informant follows with 
the philosophical thought, “You’re bet- 
ter off without those particular ones, 
anyway.” 

Although our questionnaire did not 
mention the subject, we discovered upon 
reading the by-laws furnished that some 
Councils permit guests at a special meet- 
ing or two each year. This sounds like 
a good practice. Fees to be charged for 
guests are determined from time to time 
by the proper committee. 


Dues and Fees 


The range of annual dues is $5.00 to 
$40.00, but those near the upper end of 
this range include the price of the meals 
in the dues figure. Councils that have 
the meals paid for in advance are quite 
enthusiastic about the stimulating effect 
it has on attendance. 

Our new Council has adopted an ini- 
tiation fee for members who enter after 
the charter group. This is another 
means of magnifying the prestige and 
the public image of our professional 
Council. 


Meetings 

One Council in a large community 
meets at 7:30 A.M. for breakfast *and 
its program. Some Council memberships 
spend an hour or two together at lunch; 
and one or two of these alternate be- 
tween lunch and dinner. But most Coun- 
cils who answered our questionnaire re- 
volve their meetings around the evening 
meal. None omits food consumption 
from a place on the agenda. : 

Councils that meet earlier in the eve- 
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ning are quite enthusiastic about the 
arrangement. They say that attendance 
is stimulated and member enthusiasm is 
enhanced (1) the members 
come directly from work rather than 
having to get back out of their house 
slippers and dodge the wife as they slip 
out for the 6:30 or 7:00 o’clock gather- 
ing, and (2) the members get home 
at a reasonable enough hour (around 
8:00 o'clock) to kiss the kids good- 
night, wash the supper dishes, or see a 
favorite TV show. 

Another highly praised practice is to 
have the speaker talk first. Refreshments 
can be served before he commences. 
during his presentation, or both. This 
helps develop more educational cross- 
table conversations between members 
during the meal than the customary 
chatter of jokes and comments on the 
weather. After the meal, the meeting is 
thrown open to questions. 

It is probably safe to say that all 
Councils are satisfied with their sched- 
ule of meetings. After studying the 
practices of others, we chose the “golden 
mean.” Once a month was considered 
by our group to be too frequent to keep 
up the quality of programs; we sensed 
a shortage of qualified and experienced 
speakers in our geographical area. On 
the other hand, we thought that the 
least-frequent schedule used by other 
Councils would not be often enough for 
us; quarterly meetings would keep us 
from maintaining enthusiasm and con- 
tinuity — at least in our first year or 
two. So we adopted a bi-monthly sched- 
ule, with the first meeting January 16. 
1961. 

Several Councils have a social outing 
once a year, in lieu of a regular meet- 
ing or in addition thereto. A dance, din- 
ner-dance, golf tournament (followed 
by a stag feast) are samples of what is 
being done. 


because: 


Leadership 


Some Councils rotate their officer 
positions among representatives of the 
four occupational groups. This may be 
sound but our thinking is that this is 
not a preferable practice if there is any 
diminishing of administrative _ skill. 
Leadership is of primary importance; 
it should not be sacrificed. 

Leadership takes you over the rough 
spots, says one of our respondents. An- 
other says it keeps up enthusiasm among 
the members. We ali know it helps to 
sustain interest. For instance, good lead- 
ership maintains communications; it 
provides for a telephone committee to 
call each member on the day of the 





meeting as a reminder; it keeps commit. 
tees functioning, it insures good meals. 
good programs, and rations refresh. 
ments, i.e., if heavy consumers need :y 
have their temperance controlled; jt 
senses when to alter the drift during a 
discussion period; it knows when to 
squelch the spotlight hog. In summary. 
it provides the management talent. — 


Objectives 

We gave considerable thought to the 
first Article in our new Council’s “Arti. 
cles of Association.” The objectives 
were somewhat of a rephrasing of our 
sales pitch, which we had thrown toward 
membership prospects when trying to 
form our Council. Here is what we in- 
cluded: 


(1) To promote cooperation be- 
tween Accountants, Attorneys, Life 
Underwriters, and Trust Officers, and 
to foster a better understanding of 
the proper relationship which each 
group bears to the other, to their 
clients, and to the general public. 

(2) To advocate and assist the 
spreading of information pertaining 
to the various phases and problems 
having to do with effective and effici- 
ent estate and business planning; to 
establish among the members, as well 
as among non-members’ whenever 
practicable, the proper ethical stan- 
dards in dealing with each other, with 
mutual clients, and with the public. 

(3) To provide for training and 
education of its members in order 
that the citizens of Southwest Georgia 
may receive more competent advice 
and services in the planning of their 
businesses and estates. 

(4) To promote the educational 
interests of its members and the gen- 
eral public.” 


Remember that each Council mem- 
ber can benefit from the subject matter, 
the planning practice, and the fellow- 
ship. Add leadership and follow through 
with interesting programs. From then 
on more and more completed estate 
plans can be team victories. And who 
benefits? The fellow benefits who is 
seeking benefits — the client. 


A AA 


“New Frontiers in Finance” was the 
title chosen for the March 22 forum in 
New York of the Federation of Women 
Shareholders in American Business. 
More than 125 women heard addresses 
from the women treasurers of the United 
States and of the City of New York 
(Elizabeth Rudel Smith and Hilda 6. 
Schwartz respectively) as well as talks 
on present business trends, “special sit- 
uations” and the role of the electronics 
industry. 
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ESTATE PLANNING COUNCIL ACTIVITIES 


A new development in the field of 
estate planning councils, with great 
promise for the younger, less experi- 
enced men, is marked by the Houston 
Estate and Financial Forum. Its mem- 
bership is open to certified public ac- 
countants. attorneys, life underwriters 
(not necessarily C.L.U.’s) and trust de- 
partment officers and employees, with no 
restriction as to the maximum number 
of members from any of these groups. 

The Forum encourages participation 
by the younger men who have not yet 
attained the level of experience or of 
professional and public recognition re- 
presented by the members of the city’s 
existing Business Estate Planning Coun- 
cil. In fact, the Forum looks to the 
Council for advice, guidance and speak- 
ers. The speaker at the March 6 meeting 
was Kermit E. Hundley, vice president 
and trust officer of Houston Bank & 
Trust Co., who is a Council member. 

The presidency of the Forum rotates 
annually among the four professions in 
a fixed order and the four officers must 
be selected each from a different group. 
Oficers for the current season are: Pres. 
— Sidney N. Fuller, C.P.A.; Vice pres. 
~ Carl G. Mueller, Jr., attorney; Sec. 
— Joseph Duckworth, Western Republic 
Life Insurance Co.; Treas. — Walter M. 
Firra, trust department, Bank of the 
Southwest, N.A. 

A new council — the Deep East Texas 
Estate Council — was organized January 
31, 1961, to serve the Lufkin-Nacog- 
doches area. Officers for the current sea- 
son are: Pres. — E. Gordon Horn, vice 
president and trust officer, First State 
Bank & Trust Co.; First Vice Pres. (Pro- 
grams) — Sumner Williams, attorney ; 
Vice Pres. (Membership-Lufkin) — 
John Duke, Southwestern Life Insurance 
Co.; Vice Pres. (Membership-Nacog- 
doches) — Clifton Tannery, American 
General Life Insurance Co.; Treas. — 
Branch Axley, C.P.A.; Sec. — Curtis W. 
Fenley, Jr., attorney. All are from Luf- 
kin except Mr. Tannery, who is from 
Nacogdoches. 

The March meeting of the new Coun- 
til was addressed by Lloyd Silberberger, 
trust officer, Republic National Bank, 
Dallas, who spoke on “Insurance Trusts 
in Estate Planning.” Previous speakers 
Were: January — E. Deane Kanaly, 
ttust officer, Bank of the Southwest, 
N.A., Houston; February — Robert K. 
Sands, Dallas attorney. 

Birmingham, Ala. — William Good- 
ner, CPA, and manager of the tax de- 
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partment of Lybrand, Ross Brothers & 
Montgomery, spoke on “Deferred Com- 
pensation” at the March 1 meeting. 

Anchorage, Alaska — Roger G. 
Laube, assistant vice president and trust 
officer of National Bank of Alaska was 
re-elected president at the Council’s first 
annual meeting February 28. Other offi- 
cers elected were Vice Pres. — John 
Hughes, attorney; Sec. — George Hedla, 
CPA; Treas. — Willis Townsend, gen- 
eral agent, Continental Assurance Co. 
Following the election a panel, consist- 
ing of Mr. Laube, Howard McMahon, 
CPA, and Donald Burr, attorney, con- 
sidered the use of gifts in trusts and 
wills. The Council plans to increase its 
membership and provide speakers for 
organizations and other groups in the 
area. 

Central Arizona, Phoenix — “Estate 
Planning for High Bracket Taxpayers” 
was discussed by Paul F. Schwaighart, 
Jr., CPA of Los Angeles on March 6. 

Southern Arizona (Tucson) — “Life 
Insurance as an Asset of the Estate” was 
discussed on March 20 by a panel con- 
sisting of: Norman Gardiner, C.L.U., 
district agent, Northwestern Mutual 
Life Insurance Co., moderator; Nelson 
J. Davis, C.L.U., special agent, New 
York Life Insurance Co.; John L. Dona- 
hue, attorney and member, Section of 
Taxation, American Bar Association; 
and Carl Stanford, trust officer, First 
National Bank of Arizona. 


Bakersfield, Cal. — Harry M. Hal- 





Samuel Taylor, of the San Francisco firm 
of Taylor and Winokur, center, was the 
guest speaker recently at a tax forum spon- 
sored by the Trust Department of The First 
National Trust and Savings Bank of San 


Diego. Shown talking with Taylor are 
Claude C. Blakemore, vice president and 
senior trust officer of the bank, left, and 
San Diego Federal Court Judge James M. 
Carter. More than 500 members of the San 
Diego County Bar Association attended this 
sixth forum sponsored by the bank. 





stead, Los Angeles attorney, on March 
29 spoke on “Sales, Mergers, and Public 
Issues in Estate Planning for Owners of 
Closely Held Businesses.” 

East Bay (Oakland, Cal.) — Joseph 
K. Clark, trust officer, United California 
Bank, and Raymond N. Bolton of Thiele, 
Sassone, and Howard, spoke on “Testa- 
mentary Trusts” on March 13. 

San Francisco, Cal. — “Pour-Over 
Trusts” was the topic of a panel dis- 
cussion on March 8 by Frank E. Canat- 
sy, trust officer, Wells Fargo Bank 
American Trust Co., and Raymond L. 
Hanson, attorney. 

Santa Clara County (San Jose, Cal.) 
— “When Do We Incorporate? — Prob- 
lems and Procedures in Doing So” was 
discussed by Jos. W. Henderson, attor- 
ney, on March 20. 
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Connecticut —- The Council and the 
Junior Bar Section of the State Bar 
Association of Connecticut held their 
annual joint mid-winter meeting March 
21. William McGorry, vice president of 
Hanover Bank, New York, spoke on 
“The Estate Planner: Prophet with 
Honor.” James E. McMahon, Special 
Agent in Charge. FBI, State of Conn.., 
spoke on “Crime and the FBI.” 

East Coast (West Palm Beach, Fla.) 
— Dr. Kenneth Black, Jr., chairman of 
the department and Regents’ Professor 
of Insurance, Georgia State College, At- 
lanta, spoke on “Life Insurance in Es- 
tate Planning” at the March 24 meeting. 

Northeast Florida (Jacksonville) — 
“Post Mortem Aspects of Estate Plan- 


ning” were discussed by a panel on 
March 16. 
Southeast Florida (Miami) — On 


March 23 Dr. Kenneth Black, C.L.U., of 
Atlanta, spoke on “Pension and Profit 
Sharing Plans.” 

Hawaii (Honolulu) — On March 16 
Dr. Thomas K. Hitch. vice president, 
First National Bank of Hawaii, spoke 
on “Forms of Executive Compensation.” 

Chicago, Ill. — Estate Planners Day 
was held March 30 in the Sherman 
Hotel and featured as speaker William 
J. Bowe, professor of law at the Uni- 
versity of Colorado. The morning ses- 
sion covered “Uses of Life Insurance in 
Estate Planning” and the afternoon pro- 
gram considered “Uses of Trustees in 
Estate Planning” and “Buy and Sell 
Agreements.” Prof. Bowe, a specialist in 
estate planning, is the author of “Tax 
Planning for Estates.” 


Indianapolis, Ind. — “Qualified Pen- 
sion and Profit-Sharing Plans in Busi- 
ness and Estate Planning” was discussed 
March 16 by George B. Gordon, director 
of advanced underwriting, Mutual Bene- 
fit Life Insurance Co. of Newark, N. J. 

Des Moines, lowa — Dee L. Frost, 
vice president of lowa-Des Moines Na- 
tional Bank, spoke on “Psychology in 
Estate Planning” on March 6. 

St. Louis, Mo. — Arthur B. Willis, 
Los Angeles attorney, discussed “Taxa- 
tion of Partnerships” on March 6. He 
is author of “Handbook of Partnership 
Taxation.” 

Eastern New York (Troy) — Fleming 
Bomar, Washington, D. C., attorney, 
spoke on “Deferred Compensation 
Plans” on March 14. 

Long Island, N. Y. — “A Review of 
the Interest Deduction Under the In- 
ternal Revenue Code” was the subject 
on March 2 for Merril P. Arden, general 
agent of National Life Insurance Co. of 
Vermont. 

Cincinnati, Ohio — Charles Barton, 
C. L. U., president of Charles B. Knight 
Insurance Agency, New York City, 
spoke March 15 on the uses of insurance 
in planning for the protection, perpetua- 
tion and liquidation of business interests. 

Cleveland, Ohio — “Issuance of Pre- 
ferred Stock by a Closely-held Corpora- 
tion — Why, When, How” was the 
question considered by Zolman Cavitch, 
attorney, at the March 13 meeting of 
the Society of Estate Analysts. 

Edward J. Hawkins, Jr., attorney, 
spoke before the Estate Planning Coun- 
cil March 21 on “Stock Options — Re- 
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stricted, Non-Restricted, and ‘Non-Re. 
stricted Restricted’.” 

Dayton, Ohio — C. Rigdon Robb. 
C.L.U., of Northwestern Mutual Life 
Insurance Co. in Chicago, spoke March 
30 on “The Latest Developments jp 
Profit Sharing and Pension Plans.” 

Tulsa, Okla. — “Preparation of Stock 
Redemption and Cross Purchase Agree. 
ments” was discussed March 20 by Car] 
Hall, Jr., attorney and former instructor 
in taxation at University of Tulsa Law 
School, and John S. Danner, C.L.U. 
general agent for John Hancock Mutual 
Life Insurance Co. 

Philadelphia, Pa. — Dr. Millard f. 
Gladfelter, president, Temple University, 
outlined a “Design for a Decade jn 
Higher Education” on March 2. 

Pittsblurgh, Pa. — A “Case History 
Development in Estate Planning,” taken 
from an actual instance, was discussed 
by a panel consisting of Elmer A. Doege, 
vice president and trust officer, Law- 
rence Kaplan, trust officer, both of West. 
ern Pennsylvania National Bank, Mc- 
Keesport, and Richard Tracy, Equitable 
Life Assurance Society of the United 
States. An inventory of assets and other 
information, made available to mem- 
bers, enabled them to check their own 
conclusions with those of the panel. 

Chattanooga, Tenn. — Jos. G. Fields, 
director, Inheritance, Gift and Income 
Tax Division, Tennessee Department of 
Revenue, on March 23 discussed Tennes- 
see inheritance tax laws and situations. 

Dallas, Texas — Charles W. Hamil- 
ton, former president of the Trust Di- 
vision of the American Bankers Associ- 
ation and senior vice president and 
trust officer of National Bank of Com- 
merce, Houston, spoke March 9 on “The 
Role of the Corporate Trustee in Estate 
Planning.” 

El Paso, Texas — On March 21 Mur- 
ray Projector, C.L.U., of Equitable Life 
Assurance Society of the United States, 
spoke on “Life Insurance Policies: A 
Survey.” 

Fort Worth, Texas — Henry W. Du- 
Bois, C.L.U. of Dallas on March 16 dis- 


cussed “Deferred Compensation.” Mr. - 


DuBois is a specialist in the corporate 
uses of life insurance. 

San Antonio, Texas — _ Clifford 
Shawd, ‘management consultant, on 
March 21 discussed the psychological 
approach to a client under the title, 
“Aim at the Real Client.” 

Toronto, Ontario — “Foreign Tax 
Problems” were discussed by W. A. 
Bradshaw, C.A., and Gerald F. Town- 
send, C. A., at the Council meeting 
March 7. 
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ON THE PUBLICITY FRONT 


Newspaper Advertising 

“New n-vessities in corporate pension 
funds,’ as presented in an ad from 
United Sicies Trust Co., New York, are 
those relaied to revitalizing plans, up- 
grading benefits, imaginative investing 
and “a close exchange of ideas with 
Trustee Banks.” Copies of the ad were 
mailed in advance of publication and 
with a covering letter to executives of 
appropriate business firms. 

“Small or large, State - Planters 
handles trust service for all size corpo- 
rations’ comments an ad of State-Plant- 
ers Bank of Commerce & Trusts, Rich- 
mond, Va., which pictures a small card 
catalogue in contrast to a full size steel 
filing cabinet. The text stresses a large 
staff of specialists and “close to a quar- 
ter of billion dollars in resources at 
your command.” 

“Working together in your best inter- 
est... Your Attorney . . . Our Trust 
Department” is the informative title of 
an ad from National Community Bank, 
Rutherford, N. J., which develops the 
idea that “sound legal advice and ma- 
ture financial guidance” are vital com- 
ponents for intelligently planning and 
managing estates and trusts. 

“A Living Trust, which goes to work 
now, can be remarkably helpful” in as- 
sisting a father to “provide a secure fu- 
ture for his family,” according to an 
ad from Rhode Island Hospital Trust 
Co., Providence. The text points out the 
greater freedom the trustor will have in 
working at building up his estate and 
that he may “retain any desired degree 
of control over the investments.” 

A living trust is “described as one of 
man’s greatest inventions for family se- 
curity’ in an ad from National Newark 
(N.J.) & Essex Banking Co. The ad 
points out that “you can watch it work 
for their benefit — for the Living Trust 
lives with you.” 

“Danger ahead . . . for $1,000,000 
owned jointly” warns an ad from Han- 
over Bank, New York. The text tells of 
the tax dangers that beset the joint 
ownership plan and states that “whether 
the jointly owned property is worth 
$1,000,000 or $100,000, it would pay to 
get the facts about such ownership from 
the family lawyer — or other compe- 
tent adviser.” The ad also offers a book- 
let on the subject which discusses five 
danger points, three related to taxes, one 
'o unintended heirs and one to the prob- 


lem of an executor left with an insolvent 
estate, 
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“Safe, sound, dependable — those are 
important qualities in an executor” ob- 
serves an ad from Wells Fargo Bank 
American Trust Co., San Francisco. 
“That’s why many busy attorneys rely 
on us to handle the time-consuming de- 
tail work of settling an estate.” The ad 
pictures a heavy padlock of unique con- 
struction as a symbol of safety. 

“A simple will leaving everything to 
your wife is all right IF .. .” points out 
an ad from First National Bank & Trust 
Co., Tulsa. Six of the “ifs” are spelled 
out in the text and the reader is advised 
to consult his lawyer as well as the 
trust department. 

“Let your lawyer be the judge” ad- 
vises an ad of Wachovia Bank & Trust 
Co., Winston-Salem. The text is a defi- 
nite boost for the lawyer, pointing out 
that after you decide what .you want 
your will to do, your lawyer can show 
you what is acceptable and not accept- 
able in Court, and hence how to do it. 
“Consult your lawyer and follow his ad- 
vice,” the ad says. 

“What is the date of your will?” in- 
quires an ad from Seattle Trust & Sav- 
ings Bank, which emphasizes consulta- 
tion with one’s lawyer because “laws 
concerning the distribution of estates 
are inflexible.” 

“The Law does not regard your 
wishes unless they are written into a 
legal will,” advises an ad from First 
National Bank, Akron, Ohio. The text 
points out the value of a will for “every 
person over 21” to “prevent confusion, 
reduce taxes” and suggests the wisdom 
of periodic revision. 

“Do it now!” urges a recent ad of 
Fort Worth National Bank. Observing 
that it is just as important to provide 


for the future of your estate as to ac- 
cumulate in the first place, the ad states 
that “now is a good time to protect your 
estate plans by setting up a sound insur- 
ance program.” This ad appeared in 
connection with “insurance week” in 


Fort Worth. 


“Alert Investment Management,” ac- 
cording to an ad from Fiduciary Trust 
Co., New York, means the effort to 
maintain the relative worth of an in- 
vested fund in terms of what the money 
will buy, and if possible, to increase it. 
Toward these ends, the Company sug- 
gests use of an investment management 
account. 

The “Memo to people under pressure” 
in an ad from Bank of Delaware. Wil- 
mington, shows a man working at his 
desk with a large watch showing the 
time as 6:40 (presumably P.M.). The 
text explains how busy people can shift 
the responsibility for investment man- 
agement “to full-time specialists.” 

Marked “Must . . . Immediate Deci- 
sion Necessary,” an ad from First Na- 
tional Bank, Pueblo, Colo., points out 
that “investments have a way of crea- 
ting problems when you are neither pre- 
pared nor available to solve them.” The 
trust department is always prepared and 
available, it notes. 

“If you were in his shoes,” says an 
ad of First National Bank, Elgin, IlIl., 
picturing a small boy struggling to get 
his shoes on, “you'd depend on your 
parents to protect your future by plan- 
ning a trust for you.” The ad then 
urges the reader to “be a dependable 
parent. Visit us with your attorney.” 

“Mr. C’s Will said this,” states an ad 
from Frost National Bank, San Antonio, 
explaining that Mr. C not only left all 
his property to his wife, but also ap- 
pointed her executrix. The text explains 








warnings about joint tenancy 
...- and your estate 






Cover of Hanover Bank’s recently offered booklet. 
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what this really meant in headaches for 
the wife and in limitations for the son 
whose mother would have “many added 
worries and responsibilities” and whose 
share of the estate might well be 
“shrunken by unnecessary taxation.” 

“Life insurance is taxed, too,” an- 
nounces an ad from Huntington Nation- 
al Bank, Columbus, Ohio, showing a 
sheaf of bills in Uncle Sam’s outstretched 
hand. The text explains that men who 
“scrimp a little’ to provide insurance 
protection for their families may forget 
its value when counting their taxable 
assets . . . “but the tax collector never 
forgets.” An estate analysis is suggested 
if the reader’s assets (including insur- 
ance) add up to more than $60,000. 

The “trained and experienced officers 
and staff” (pictured in the ad) and the 
“balanced Trust Department team 
equipped to do a complete job” are fea- 
tured in an ad from First National Bank, 
Clearwater, Fla. 


Booklets 

“Blueprints for your Financial Fu- 
ture,” distributed by First National 
Bank, Atlanta, devoted its March issue 
to “Your choice of Executor.” After 
telling the true story of a corporate trust 
institution that saved over $42,000 for 
an estate by knowing enough to contest 
in the courts the Commissioner of In- 
ternal Revenue’s decision in regard to 
an allowance for a Georgia widow, this 
outstanding booklet points out that the 
so-called routine duties of an executor 
are not simple. The Federal estate tax 
return, for example, runs to 40 pages. 


The major duties of an executor are 
described briefly, and the reader comes 
to this statement: “Lost time, lost 
money, heartache -— all these often 
prove to be the fruit of a man’s decision 
to name a wife, son or other individual 
to be executor of his estate. The hard 
fact is that the settlement of a person’s 
final obligations and the orderly trans- 
fer of his assets to his beneficiaries is 
today a complex task . . . Your choice 
of executor is one of life’s significant 
decisions . . .’ 

“What Every Woman Should Know 

.” published by Harris Trust & Sav- 
ings Bank, Chicago, devotes its current 
issue to bank services. Under “Trust” it 
points out that “many of our most im- 
portant trust relationships are accounts 
of women and trusts for their benefit.” 
The various trust services thereafter are 
mentioned briefly. 


Forums 


Fifty women’s clubs and organiza- 
tions in the greater Harrisburg area are 
cooperating in the arrangements for a 
Financial Forum for Women currently 
sponsored by Central Trust Capital 
Bank, Harrisburg, Pa. At the opening 
session, March 22, more than 900 per- 
sons braved the rain, snow and sleet to 
hear Mrs. Nancye B. Staub, trust officer 
of the Trust Company of Morris County, 
Morristown, N. J., on “Estate Planning, 
Trusts and Wills.” 

On April 12 Charles H. Hoeflich, vice 
president, Philadelphia National Bank, 
spoke on “Services Your Bank Pro- 
vides.” Future sessions will hear “Fem- 
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inine Focus on Life Insurance” by Miss 
Betty S. Martin, Women’s Division, In. 
stitute of Life Insurance, New York, and 
“Investing in Mutual Funds, Stocks and 
Bonds” by Mrs. Margaret B. Kennedy. 
New York broker and widely known 
lecturer. 

A series of Insurance-Trust Seminars 
on Wednesday evenings from April 12 
through May 10 is being sponsored by 
First National Bank of Arizona at its 
Phoenix office. The speaker is the bank’s 
Tucson trust officer, Carl E. Stanford, 
who has had extensive teaching experi- 
ence in this field and presented similar 
programs in Tucson last year which 
were well attended by life underwriters, 
The topics are: Creating the Desire for 
Insurance, Use of Insurance for Liquid- 
ity, Tax Savings Methods, Insurance 
Trusts, Business Insurance. 
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Trust COMPANY WINS FREE 
ENTERPRISE AWARD 


Bishop Trust Co. of Honolulu and its 
subsidiary, Bishop Securities, Ltd., were 
honored recently by Freedoms Founda- 
tion for their public information pro- 
gram describing “The American Free 
Enterprise System.” The program, 
which was initiated and carried out by 
Wynthrop M. Orr of Bishop Securities’ 
mutual fund department, has been pre- 
sented more than 80 times to a total of 
more than 4,500 persons. 

Orr created the program in answer to 
a question from his daughter who want- 
ed a clear explanation of the free enter- 
prise system. It includes use of audio 
tapes, color slides, figurines and models, 
and a lecture. He has delivered the pro- 
gram to schools, service clubs, military 
establishments and many other groups 
in the Hawaiian Islands. 
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PENNSYLVANIA TRUST SCHOOL 
SET FOR JUNE 18 


The 1961 Trust Training School of 
the Pennsylvania Bankers Association 


will be held at Bucknell University. . 


Lewisburg, June 18-23. The curriculum 
will be equally divided between trust 
investments and trust administration 
with lectures by Philadelphia and Pitts- 
burgh trustmen on investment types, 
theory and research, pension and profit- 
sharing trusts, investment policy, and 
relations with  co-fiduciaries. Case 
studies for development by the student 
body will be presented and reviewed by 
trust officers from small and large Penn- 
sylvania cities. 
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(Supplementing list in February, p. 104) 
Code: + Increase over last year; — = Decrease from last year; * = Record high; B = Book value, where so stated in report. 
| Figures bef<re ++ or — represents millions of dollars; figures after + or — represent change from last year in % or millions of dollars. 
Assets represent personal trust department including agency funds where given in report. 
Trust earnings are gross unless marked “‘N’”’ for net. 
‘ { 
’ Bank Earnings Assets Bank Earnings Assets 
] \ ARIZONA NEVADA 
| First Nat. 3k. of Arizona, Phoenix -._____ + + 20% First Nat. Bk. of Nevada, Reno —__................. N$.4 * 28% $151 * 
Valley Nat. #k., Phoenix — $.8 * * 
x Southern Arizona Bk., Tucson N * * P65% NEW HAMPSHIRE 
3 The Arizona Bk., Phoenix * 51% . oe ee ee re 
Indian Head Nat. Bk., Nashua —--________ + 
: CALIFORNIA 
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SELECTED TRUST 


The Arizona Bank, Phoenix 


The income increase of 51% marked 
the third straight year in which trust 
income rose in this magnitude. 


First National Bank of Arizona, Phoenix 


Complete trust services were made 
available in Tucson. New emphasis 
placed on pension and _ profit-sharing 
plans. 


Southern Arizona Bank, Tucson 


The average size of accounts increased 
greatly . It is planned to establish 
a Common Trust Fund and further 
modernize the bookkeeping system. 


Title Insurance & Trust Co., Los Angeles 


Net gain of 207 accounts at Home 
Office . . . The last Congress enacted a 
law providing for Real Estate Invest- 
ment Trusts with tax treatment sub- 
stantially like that of regulated invest- 
ment trusts. We are preparing to ex- 
tend this new service to our customers. 


First National Trust.& Savings Bank, 
San Diego 


San Diego County’s first branch trust 
department was opened at La Jolla. 


Bank of America, N.T.&S.A., 


San Francisco 


Our various investment funds reached 
new highs . Our Composite Trust, 
announced in 1960, provides for several 


*This continues from the March issue (p. 258) 
the excerpts about trust department operations in 
1960, tabulated in the February issue (p. 104) and 
above. 


COMMENTS FROM ANNUAL REPORTS* 


investment functions under one living 
trust agreement and permits the creator 
of the trust to designate when and for 
how long each function is to be carried 








x 


The city of Bisbee, showing early quarters 
of the Bank of Bisbee, as portrayed on the 
cover on The Arizona Bank’s 1960 report. 
A special section of the Annual Report de- 
scribes the origin of what is now The Ari- 
zona Bank. It began in Bisbee with “the 
brand new iron safe and the unquestioned 
integrity of its owner, William H. Brophy,” 
at the Copper Queen Store. Here was “what 
many believed to be the last great mining 
strike this country was to see.” Dr. James 
Douglas (for whom the Bank of Douglas 
was named — now The Arizona Bank) 
consolidated the conflicting interests of 
claim owners in the Copper Queen Consoli- 
dated Mining Co., and young William 
Brophy, store manager, began his unique 
banking career in 1887. 


out. It year-end we had 27 strategically 
located trust offices. 


Crocker-Anglo National Bank, 
San Francisco 


Greatest growth for any single year 

. Opened a new trust branch making 
five in all that offer complete trust 
facilities. 


First Western Bank & Trust Co., 
San Francisco 

500 new accounts with assets of $60 
million . . . A trust department was 
established in Los Angeles in March. 
First National Bank, Denver 

183 new personal trust accounts ag- 
gregating over $35 million. 
First New Haven National Bank 

An entirely new automatic trust ac- 
counting system was installed. 
Second National Bank, New Haven 

86 new accounts with estimated value 
of $7,800,000. 
Union & New Haven Trust Co. 


More new accounts than in any previ- 
ous year .. . Business originates not 
only in New Haven, but also in other 
parts of the state and from out of state. 


Fairfield County Trust Co., Stamford 
New customers and participants in our 

Common Trust Fund marked a new high. 

Citizens National Bank, Orlando 


Will appointments up 47%; new trust 
accounts up 42%. 
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Union Tr :st Co., St. Petersburg 
Numbe of accounts increased to 795 
_,. Net crease of wills on file was 302 


_..A “rust Investment Division was 
establish: <i. 


First National Bank, Winter Park 

Winter Park Community Trust Fund 
under th: administration of the bank as 
Trustee «ontinued to grow. 


First National Bank, Atlanta 


More new will appointments and more 
active trust accounts than in any previ- 
ous year. 


Georgia Railroad Bank & Trust Co., 
Augusta 


New will appointments exceeded in 
number and size the total of any previ- 
ous year .. . New and modern facilities 
made available for Department. 


Bishop Trust Co., Ltd., Honolulu 


We have initiated a program of train- 
ing qualified men in trust administration. 
Upon completion, trainees are assigned 
to the Trust Department as administra- 
tive assistants. In March Kennedy Sin- 
claire, Inc., conducted an intensive one- 
week training program for our trust offi- 
cers and new business solicitors. 


Hawaiian Trust Co., Ltd., Honolulu 


25 new profit-sharing trusts, making 
a total of 144 with a year-end value over 
$11,000,000. In July the Investment Fund 
for Employee Benefit Trusts was estab- 
lished. 


State Bank & Trust Co., Evanston 
Trust department ranks in upper third 
of all trust companies in country. 


Citizens National Bank, Evansville 


Our trust officers made more public 
appearances this year, in person and on 
television, than ever before. Particular 








TRUST DEPARTMENT RESOURCES 
INCLUDING AGENCIES AND CUSTODIANSHIPS 
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emphasis was placed on proper attention 
to how business affairs would be handled 
in an estate, estate planning, and the 
variety of trust services offered. 


Merchants National Bank, Indianapolis 


Numerous additions to the staff ... 
A program started for installation of 
electronic data processing equipment... 
Investment Trust for Employee Benefit 
Plans established . . . “The growth of 
the Trust Department has been helped 
importantly by the alert officers and em- 
ployees in the commercial department, 
who are our best salesmen.” 


National Shawmut Bank, Boston 


Asset increase was 10% for fiduciary 
accounts and 13% for agency accounts 
Completed conversion of all ac- 
counting records to an improved tabulat- 
ing system which gives better customer 
and increased productivity. 


Cambridge Trust Co. 


In spite of declines in the market value 
of many investment stocks, total assets 
on the basis of current market are com- 
fortingly in excess of the book figures. 


South Shore National Bank, Quincy 


Greatest growth in the Department’s 
history ... 


Third National Bank & Trust Co., 
Springfield 


Second largest year’s growth in 40 
years ... 60 new trust accounts, 27 new 
agencies, 24 new insurance trusts. 


Valley Bank & Trust Co., Springfield 


Established the Valley Charitable 
Trust Fund, an “open-end” charitable 
trust which grew out of funds author- 
ized by the will of a former director, the 
late John Oakley. 

(To be continued) 
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investors. 


Operation with such clients. 


Investment 
Advisory Service 


BROWN BROTHERS HARRIMAN & Co. has served for many 
years as investment adviser to a substantial group of clients 
throughout the United States. 


Our staff includes specialists experienced in the invest- 
ment problems confronting trustees and other institutional 


We welcome inquiries regarding our program of co- 
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CURRENT LITERATURE 


By RAYMOND F. GREGORY 
Seghers, Reinhart & McCall, New York 














Books 


Taxation of Life Insurance and Annui- 
ties 
SAMUEL J. FOOSANER, Callaghan & Co., 


6141 North Cicero Ave., Chicago 46 (380 pp.; 
$20.00). 


The author of this volume, who also 
authors “Federal Tax Notes” for 
TRUSTS AND EstaTEs, prefaces his book 
with the statement that he hopes that 
the reader may find in this work “a 
source of reference material which may 
in some small way aid him in respond- 
ing to matters in a field of Federal tax 
law to which neither Congress nor the 
taxpayer has ever found completely 
satisfactory answers.” 


Its writing was first undertaken dur- 
ing the early part of the last decade, 
but publication has been withheld until 
issuance of the Regulations under the 
1954 Code and the enactment of the 
1958 Technical Amendments Act. There- 
fore, the appearance of this work at 
this time is particularly significant and 
timely in that the recent extensive legis- 
lative and administrative changes are re- 
flected in its coverage. 


The fundamentals of the more tech- 
nical phases of taxation of life insur- 
ance and annuities and the basic histor- 
ical development of this area of the tax 
law, including citation and analysis of 
significant rulings and leading cases, is 
the substance of this three-part treatise. 
Part I considers the scope and details of 
the income taxation of life insurance and 
annuities, and Parts II and III digest 
sections of the estate and gift tax laws 
relating to life insurance and annuities. 
In this area of ever increasing com- 
plexity, the assistance afforded the 
reader through the study of this volume 
will far exceed the hopes of the author 
expressed in his prefatory remarks. 


New York Wills and Trusts 


ELMER LEE FINGAR, DAVID R. BOOK- 
STAVER and JOHN G. MCQUAID. Clark 
Boardman Co., Ltd., 22 Park Place, New York 7 
(2 vols.; $50.00). 


Surrogate Dillon of Westchester Coun- 
ty observes in a foreword to this re- 
vised work on New York wills and trusts 
that the very bulk of the supplement to 
the first edition is in itself an indication 
of the need for a second edition.” Among 
the vastly significant developments in 
Federal and New York law since publi- 
cation of the first edition twelve years 
ago has been enactment of the Internal 
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Revenue Code of 1954, Subchapter S, 
and the New York statutes conforming 
estate and income taxation to the Feder- 
al law, and the amendment of the rules 
against perpetuities and accumulations. 
Each of these changes, in itself, demands 
an up to date work if the value of the 
first edition is to be retained. 


These transformations have also fo- 
cused attention on the necessity of plan- 
ning to attain maximum tax savings, 
and thus coverage of income, estate and 
gift taxation has been expanded over 
that of the first edition. And as the 
scope of estate planning, has been ex- 
tended, it has been necessary to inte- 
grate into this work discussion of the 
fundamentals of many other planning 
factors such as life insurance, and pen- 
sion and profit sharing and other de- 
ferred compensation plans. No attempt 
has been made to cover these subjects 
in detail but only to the extent necessary 
to indicate their possible impact on an 
estate plan. 


The work, expanded to two volumes, 
has been placed in loose leaf binders 
to facilitate supplementation, and the 
forms, numbering over 1000, have been 
revised to give effect to the changes 
mentioned. An entire section is given 
over to specimen wills, and the principal 
New York statutes are presented in the 
appendix. 


Trust and Estate Legislation 


Trust Division, American Bankers Association 
(12 E. 36th St., New York 16; 175 pp.; $5.00). 


This compilation of statutes of interest 
and importance to trust institutions, and 
attorneys, is the product of several years 
of research by the A.B.A. Trust Divi- 
sion’s Committee on Fiduciary Legisla- 
tion. The statutes are grouped in two 
classifications: (1) Approved Legisla- 
tion — those measures which are recom- 
mended for adoption in jurisdictions 
where a need exists for legislation on 
the subject; and (2) Statutes Listed for 
the Information of Trustmen — those 
that help toward rounding out gaps in 
the legislative program of various states. 
In addition, the compendium contains a 
section giving in brief resume a number 
of subjects which have been considered 
by the committee but on which statutes 
have not been prepared. 


The pages are in loose-leaf form go 
that additions and revisions may be made 
easily, with periodic mailings to regis- 
tered purchasers. 

LeRoy B. Staver, vice president and 
executive trust officer, United States Na- 
tional Bank, Portland, Ore.. served as 
chairman of the Committee while the 
book was in preparation. George C. Bar- 
clay, former president of the Trust Di- 
vision, and now Contributing Editcr of 
TRUSTS AND ESTATES, put the material 
into its published form. (See his column 
in this issue for further details.) 





The Planning and Administration of 
Estates 


Edited by RENE A. WORMSER, Practising 
Law Institute, 20 Vesey Street, New York > 
(324 pp.; $7.50). 

This volume is unique in that it pre. 
sents the actual transcript of a pang 
discussion relating to the planning and 
administration of the estate of a typical 
successful business executive. The panel, 
comprised of 18 attorneys, trustmen and 
insurance company officers, all experts 
in this field, originally met as part of a 
two-day forum attended by over 500 
attorneys. For the most part, the discus- 
sion has been retained as presented but 
has been supplemented with extensive 
notes and comments by Mr. Wormser. 

The attorney with some familiarity 
with estate planning and administration 
will probably gain more from its read- 
ing than a newcomer to this field, but it 
may also prove valuable to the neo. 
phyte in that he may attain a familiar- 
ization with some of the problem areas 
and opportunities for constructive plan- 
ning. 

A partial list of subjects considered 
by the panelists includes methods of 
increasing liquidity, pour-over trusts, 
life insurance trusts, buy and sell agree. 
ments, stock redemptions, deferred com- 
pensation plans, Clifford trusts, sprink- 
ling trusts, income accumulation, in 
vestment clauses and support trusts. 


What Will Social Security Mean To 
You? 


WM. J. MATTESON. American Institute for 
Economic Research, Great Barrington, Mass. (95 
pp.; $1.00). 

Social security benefits and_ their 
worth at retirement age are all too 
sketchily known to the vast majority 
of covered individuals. This handbook 
aims to outline the scope of the act and 
how its expected benefits can be cor- 
related with insurance and annuity pro- 
grams to provide adequate retirement 
protection. It likewise points out, as any 
objective discussion of this program 
should, the shortcomings and inequities 
in the basic concept, as well as changes 
introduced by the numerous subsequent 
amendments to the Act. 

T.L.F. 


Your Investments (1961 Edition) 


DR. LEO BARNES. Citadel Press, 222 4th Ave. 
New York 3, N. Y. (192 pp.; $3.95). 


This 8th Annual Edition of handy 
reference offers advice on coordination 
of investment programs with other 
facets of family finances, discusses in- 
vestment principles and do-it-yourself 
programs (with sample portfolio selec- 
tions) vs. outside guidance, as well as 
presenting a tremendous assortment of 
facts for the beginner. The art of suc 
cessful investing obviously cannot be re- 
duced to a set of checklists or pages of 
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advice, -owever good, but this book 
gives, ai least, a point of departure for 
anyone - -eking knowledge of the multi- 
tude of investment media which com- 
pete for ‘he hard-earned dollar. It is not 
limited t- stocks and bonds but presents 
the salicat features of investment com- 
panies, | US opportunities in real estate, 
warrant. and options. An added feature 
is its ea y reference index of subjects 
and the securities coordinator which 
cross indexes more than 2,500 companies. 


T.L.F. 


Tax Facts on Life Insurance 


Diamorid Life Bulletins, 420 E. Fourth St., Cin- 

cinnati 2 (190 pp.; $2.00). 

The 1951 edition of this handy refer- 
ence work is in question-answer format, 
and in addition to tax problems relating 
to life insurance, the tax aspects of acci- 
dent and sickness insurance, group in- 
surance, and annuities are covered in 
the 320 queries. The first section con- 
siders Federal taxes as they relate to 
life insurance and annuities and is sub- 
divided to answer questions concerning 
income, estate and gift taxes. The sec- 
ond section treats Federal taxes in gen- 
eral. 


The usefulness of this handbook is 
greatly enhanced by citations to apposite 
authority, and by a topical index which 
is cross referenced to each of the Federal 
tax laws. Actuarial tables for taxing 
annuities and tax rate tables are ap- 
pended to the main sections of the work. 


1961 Tulane Tax Institute 


Bobbs-Merrill Co., Inc., Indianapolis (763 pp.; 
$15.00). 


The 22 papers presented in the vol- 
ume, which are based upon lectures given 
at the Institute in the latter part of 19560, 
cover a wide range of subjects, but six 
of the articles are of particular interest 
to readers of TRUSTS AND ESTATES; and 
in fact, “Tax Effects of Will Contests 
and Compromises” by Charles N. Schenck, 
III, has been digested in the March and 
April issues. In a paper significant be- 
cause relatively little has been written 
on the subject, Sidney R. Pine investi- 
gates the amazing tax advantages of the 
foreign accumulation trust. This type of 
trust has rarely been availed of because 
the Code and Regulations are silent as 
to the tax treatment of such entities, and 
Moreover, there are no rulings or de- 
tisions to guide the practitioner. The 
author undertakes to define the foreign 
trust and discusses its place in tax 
planning while alerting the reader to 
the dangers that may be encountered in 
its creation, 


A paper authored by Joe C. Stephens, 
Jr. offers a functional analysis of the 
‘ommon tax errors in creating family 
Inter vivos trusts. The other papers of 
interest are entitled “A Review of Some 
Current Developments Under the Inter- 
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CHECKLIST for ESTATE and 
TRUST ADMINISTRATION 


A Tickler System to safeguard against failures and omissions 
is a “must” for every trust department and lawyer who adminis- 
ters estates, trusts and guardianships. Not only does such a system 
protect against surcharges for oversights, and assure the per- 
formance of essential functions, but it is a great time-saver as well. 


Does your present tickler system provide affirmative answers 
to these questions: 


Can you quickly show the Examiners the status of any 
account? 


If the account administrator is on vacation, or dies, retires 


or resigns, do you know just how far the duties have 
been performed? 


Do you know (or rely on memory) what jobs must be done 
immediately ? 


Do you have an infallible reminder for both recurring and 
non-recurring future events? 


Are you sure there will be no slip-up that may cause em- 
barrassment with beneficiaries or loss to the estate or 
liability to you? 


If you are not sure of the answers to any of these questions, 
we suggest you order, for comparison, a specimen set of the 


“RECORD and CHECK SYSTEM” 
developed by the publishers of TRUSTS anp ESTATES Magazine 


in collaboration with a trust officer with many years’ experience. 
This System has been used by banks in forty states. It assures that 
every required action is taken, at the time it should be taken. 


Each set of the specimen system, consisting of 22 forms in a 
durable folder, is accompanied by a price list for quantities of the 
various forms (which may be selective) and detailed instructions 
as to use. Price: $6.00 ($5.00 for lawyers as three forms are 
applicable to banks but not individual fiduciaries). 


FIDUCIARY PUBLISHERS, INC. 
50 East 42np St., New York 17 


Please send specimen set of RECORD anp CHECK SYSTEM for 


Banks, at $6.00 


for which check is enclosed. 


Attorneys, at $5.00 
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OF TIME 


70 years of proven fiduci- 
ary experience qualifies 
American Security .. . 
Washington’s largest and 
best known trust company 
. . . aS a wise choice for 
correspondents having 
trust problems in the Na- 
tion’s Capital. 
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nal Revenue Code of 1954.” ”’The Use of 
Qualified Pension and Profit Sharing 
Plans for the Benefit of Small Businesses 
and Their Owners,” and “The New Look 
of Deferred Compensation Contracts.” 


ARTICLES 


Revocation of Trusts by Consent of 
the Beneficiaries 

Indiana Law Journal, Fall, 1960 (Bloomington; 

$1.50). 

Unless the power to revoke a trust is 
expressly reserved, a settlor can effect a 
revocation only with the consent of all 
persons beneficially interested in the 
trust. The consent rule, which has been 
adopted throughout most of the country, 
has not been readily applied due to the 
courts’ difficulty in determining the per- 
sons beneficially interested. What is 
more, the courts are frequently con- 
fronted with the problem as it arises in 
the most common gift in trust — a gift 
to a class. This article offers a discus- 
sion of landmark cases in this area and 
suggests that the rule should be amended 
so as to limit the beneficially interested 
to persons in being at the time of the 
revocation. 


Income Tax Aspects of Tax Planning 
for Estates 


CHARLES L. B. LOWNDES. Duke Law Jour- 
nal, Winter, 1961 (Durham, N. C.; $1.50). 


The author divides his study of the 
income tax aspects of estate planning as 
it effects two groups of interested per- 
sons — the owner of the estate and the 
beneficiaries of the estate. The most ef- 
fective means of tax saving recommended 
to the estate owner is the intervivos 
transfer of income-producing property, 
‘and two methods of effecting such trans- 
fers, the grantor trust and the annuity, 
are here discussed. The second group of 
persons may be benefited, as the author 
explains, through the use of certain pro- 
visions in wills and trusts such as the 
sprinkling trust and the use of frac- 
tional shares. Moreover, effective plan- 
ning by the executor and the benefi- 
ciaries during the period of administra- 
tion as to accounting methods, use of 
disclaimers, and the proper time for dis- 
tribution of the estate can minimize 
income taxes for both the estate and the 
beneficiary. 


Non-Tax Advantages of the Revocable 
Trust 


MILTON E. MEYER, Jr. Dicta, Nov.-Dec., 
1960 (1445 Cleveland Place, Denver 2; $1.00). 


The economic advantage resulting from 
the exclusion of estate assets from pro- 
bate administration may be a significant 
estate planning factor. The author of 
this article enumerates and briefly dis- 
cusses certain of these advantages and 
discusses at length the possibility of 
using the revocable trust as a substitute 





for a will. He believes that the cost of 
probate administration is nothing more 
than a “death tax” and he urges the 
practicing attorney to give greater at. 
tention to the utilization of the revocable 
trust as a “means of reducing the high 
cost of dying.” 


The Case for Modesty in Estate Plan. 
ning 
GILBERT M. CANTOR. American Bar Associa. 
tion Journal, February, 1961 (1155 E. 60th St. 
Chicago 37; $.75). ’ 
“Each lawyer’s estate planning pat. 
tern reflects, to a substantial degree his 
own experiences, values, judgments, and 
preferences” and this pattern may often 
result in domination of the client by his 
lawyer. Frequently, the client comes to 
his attorney with limited knowledge of 
the principles of estate planning and 
readily accepts the ideas of his advisor 
without formulating and implementing 
his own testamentary desires. Therefore, 
the author advocates that the lawyer act 
with reserve and modesty in planning a 
client’s estate in order that the client’s 
intentions, and not a predetermination of 
his attorney, will control the disposition 
of his estate. 


Income in Respect of a Decedent and 
Sales Transactions 
DONALD H. GORDON. Washington University 


Law Quarterly, February, 1961 (St. Louis; 
$1.25). 


The meaning and application of the 
phrase “income in respect of a de 
cedent” may involve significant income 
tax consequences to the successor in in- 
terest of a vendor, who died subsequent 
to the execution of a sales agreement, 
but prior to its consummation. The origin 
and development of section 691 of the 
Code and the treatment of sales trans- 
actions falling within its sway is the 
subject of review in this article. The 
author concludes that the application of 
the section should be limited to those 
situations where the gain from the sale 
would have represented ordinary income 
to the decedent had he lived. 


Post-Mortem Estate Planning 


JAMES S. ROUTCH. Dickinson Law Review, 
January, 1961 (Carlisle, Pa.; $2.00). 


There are several procedures that may 
be initiated after the death of a testator 
that directly affect the estate tax, and 
the most often employed of these are 
the election to take against the will, dis- 
claimers, the use of the alternate valua- 
tion date, and the redemption of gover?- 
ment bonds to satisfy the tax due. Simi- 
larly, post-mortem-planning may bear 
upon the decedent’s last income tax re 
turn as well as upon the returns of the 
estate, the surviving spouse, and the 
beneficiaries. The opportunities for post- 
mortem planning in these two areas and 


(Continued on page 376) 
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BUY-Si LL AGREEMENTS 
(C-ntinued from page 300) 
not just a value fixed on multiplying 
last yea. + earnings at 5 or 10 times, 
and not ‘ust a fixed dollar value that 
can too asily get out of date if a new 
yaluatior is not made each year. 
It ma; be possible, for instance, to 
provide ‘nat cash and other liquid as- 
sets will be valued at 100% of their 


value, accounts receivable at 80% of 
the amount carried on the books, and 
other assets valued by some recognized 
percentage or other yardsticks, One 
method that has found some general 
acceptance is to provide a fixed value, 
but also to stipulate that if the value 
has not been revised during the period 
of a year preceding a_ stockholder’s 
death then the valuation shall be made 
by an independent public accountant or 
other valuation expert who may be se- 
lected by mutual agreement of the 
surviving stockholder and the repre- 
sentative of the deceased stockholder. 

Some lawyers like also to provide, 
regardless of the price fixed, that a re- 
demption will take place only if a ruling 
is secured from the Service, at the time 
of the redemption, to the effect that re- 
demption is to be treated as a complete 
redemption for tax purposes. 


5. Sufficiency of Assets to 
Complete Redemption 


The next most important practical 
thing to consider is the ability of the 
corporation to pay the price fixed. Some 
corporations will be able to accumulate 
enough liquid assets by setting up a 
type of sinking fund reserve. Others 
will find that a purchase of insurance to 
fund the stock buy-sell agreement is the 
only practical course to pursue. In this 
connection, the insurance should be 
owned by the corporation and its cash 
value and proceeds at death should be 
available for satisfying general creditors 
of the corporation, if needed. Under 
these circumstances, it is now well 


settled that: 


1. The life insurance proceeds will not 
be subject to income taxation when 
received by the corporation.!1 

2. Premiums paid by the corporation 
will not constitute an allowable de- 
duction to the corporation.!2 

3. The insured will not be required to 
include the premiums paid by the 
corporation in his taxable income.13 





ULR.C. See. 101(a) (1). 

®LR.C. Sec. 264(a) (1), & Friedman & Wheeler 
Stock Retirement Agreements Funded by Life In- 
surance, Taxes, The Tax Magazine, (Oct. 1959). 

“Oreste Casale, 247 F. 2d 440 (C.A. 2, 1957), re- 
Versing 26 T.C. 1020 (1956); Henry E. Prunier, 248 
F. 2d 818 (C.A. 1, 1957), reversing 28 T.C. 19 
(1957); and Sanders v. Fox, 253 F. 2d 855 (C.A. 10, 
1958), reversing 149 F. Supp. 942 (D.C. Utah, 
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4. There will be no taxable dividend 
to the remaining shareholders when 
stock of the insured is redeemed.14 

5. The insurance policy can be re- 
ferred to in the stock buy-sell 
agreement without fear of adverse 
income tax consequences, provided 
the policy is owned by the corpora- 
tion and its cash value and pro- 
ceeds at death are available to gen- 
eral creditors and the amount to be 
received by the shareholder or his 
beneficiaries is contingent upon 
surrendering his stock to the corpo- 
ration.15 

6. An individual beneficiary can be 
named in the policy as the benefici- 
ary of the proceeds, if it is entirely 
clear that the proceeds must be ap- 
plied in redemption of the stock.16 


The question will also arise as to 
whether the full insurance proceeds 
should be included in the price of the 
stock or whether only the cash value 
at date of death should be included. My 
personal opinion is that either course 
can be followed. In a family situation, 
it may be desirable to include the in- 
surance in the price to be paid, particu- 


1957); TIR 115 (12-8-58). For discussion of this en- 
tire subject see Lawthers ‘“‘Stock-Redemption Ar- 
rangements for Death,” 14 C.L.U. Journal 31 (Win- 
ter, 1959). 

14Holsey v. Comm., 258 F. 2d 865 (C.A. 3, 1958), 
reversing 28 T.C. 962 (1957). 

15$ee cases and rulings cited in previous footnotes. 

16Rev. Rul. 59-184, I.R.B. 1959-21, 8; C.B. 1959-1, 
p. 65; Rev. Rul. 59-79, I.R.B. 1959-11, 8, C.B. 1959-1, 
p. 15. 





larly if it is important that the price 
paid be accepted by the Service as the 
estate tax value to put on the stock that 
is being redeemed." 


6. State Statutes. 


Finally, lawyers should be careful to 
observe the requirements of any ap- 
plicable state law with respect to the 
redemption of stock from corporate as- 
sets. Otherwise, the stock retirement 
agreement may turn out an unenforce- 
able agreement at the time it is to be- 
come effective. 

In the United States the majority of 
the courts take the view that a corpora- 
tion may repurchase its own shares in 
the absence of statutory or self-imposed 
restrictions, if the purchase is made 
from surplus in good faith and without 


prejudice to creditors or other stock- 
holders.'* 


17$ee Regulation See. 20.2031-2(h). 

18See New York Life Insurance Company’s “‘Busi- 
ness Purchase Agreements Funded with Life Insur- 
ance,” pages 21, 22; and Greene “Tax Traps for 
Company and Owner Lie Hidden in Many Stock-Re- 
demption Plans.” 14 J. TAX. 12, 16 (Jan. 1961). 


A A A 
e The aggregate amount of additional 
tax, penalties and interest assessed as 
the result of government enforcement 
activities totaled $2,052,493,000 in 1960, 
according to Commerce Clearing House. 
Highest annual total in IRS history. 
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E SPENT AN INFORMATIVE AFTER- 

\\ noon last week listening to mem- 
bers of the Society of Actuaries discuss- 
ing various aspects of pensions. A de- 
tailed review of what was said must wait 
for the official printed transcript but 
one feature of the discussion on mor- 
tality assumptions struck us as peculiar: 
in actuarial valuations disabled pen- 
sioners over 65 are almost invariably 
aggregated with their “normal” counter- 
parts, yet discussion of mortality im- 
provement is always limited to that 
among normal pensioners. 

For example, the “intercompany” (15 
contributing companies) mortality ex- 
perience of male (Group Annuity) pen- 
sioners retiring on or after normal re- 
tirement date* shows that, in compari- 
son with the Ga-1951 Table (without 
projection), the ratio of actual deaths 
to those “expected” by the table has 
moved from 112% for the quinquennium 
1951-55 down to 105% for the trien- 
nium 1956-58. And, as Mr. Ray Peter- 
son of the Equitable reported at the 
meeting, the downward trend continued 
in 1959 and is likely to continue. This 
makes the Ga-1951 Table unsuitable for 
the valuation of “normal” pensioners’ 
annuities. But what about its use for all 
male pensioners over age 65? 

The “intercompany” experience is 
also available for (Group Annuity) 
male pensioners who retired prior to 
normal retirement date. For the year 
1958 the following are the ratios of 
actual deaths to those “expected” by 
the Ga-1951 Table at the important 
ages 66-80, together with an indication 
of the relative numbers of “early” and 
“normal” pensioners alive at those ages. 
The proportion of “early” pensioners — 





*Trans. Soc. Actu, 1959 Reports of Mortality and 
Morbidity Experience (Chicago, 1960). 


, 





PENSION and PROFIT SHARING DIGEST .. . 


HILARY L. SEAL 


Morss & Seal; Lecturer in Statistics, Yale University 


FIGURES DO NOT LIE .... 


many of whom are disabled lives — is 
not insubstantial. What is more, we 
have seen no proof that some of the 
decrease in mortality among “normal” 
pensioners may not be due to an in- 
creased tendency to retire under vest- 
ing provisions which are continually im- 
proving. This view is supported by re- 
ports of the relative constancy of annui- 
tant mortality in Great Britain during 
recent years. 

We have been surprised that this sub- 
stratum of “early” pensioner mortality 
is always “overlooked” in discussions of 
the actuarial valuations of Group An- 
nuity contracts — and some trusteed 
plans. The above figures suggest that 
even the despised “unprojected” (or 
non-rated-back-in-age) Ga-1951 Table 
still contains some margin for future 
improvement in the mortality of male 
pensioners (of all types) over age 65. 


Another Example 


This, then has been an example of 
correct statistics used to tell only half 
the story. A further example occurred 
recently in the columns of the Montreal 
Financial Times. This was an illustra- 
tion of “what could happen to a non- 
insured group plan sufficiently large to 
produce ten retirements in a year in 
respect to one year’s retirements only.” 
It was “worked out by a group sales 
manager in an insurance 
company which is prominent in the 
group annuity pension [business ].” 

Using the Ga-1951 Table with Pro- 
jection C a new pensioner aged 65 
would have close to a 30% chance of 
dying before age 75 — and a 70% 
chance of living beyond that age. Thus 
it would be assumed in an actuarial val- 
uation of the liabilities for 10 pension- 
ers of 65 -— whether made by an insur- 





Ratio of “actual to “expected”: 


Attained “Normal” 
ages pensioners 
66-70 - 105% 
ee 102 
re Wea oe! 103 
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No. of “normal” 


“Early” pensioners per 
pensioners “early” pensioners 
148% 6.4 
116 7.3 
120 9.3 


ance company actuary or by the actuary 
of a trust-funded plan — that three 
would have died within 10 years, leay. 
ing only seven pensioners alive at age 75, 

If, therefore, none of the 10 pension. 
ers died before age 75 there would have 
been unlooked-for additional pension 
payments made during these first 10 
years, and an inflated reserve require- 
ment at the end of that period. In the 
article mentioned, the author provided 
figures (calculated at 314%) showing 
the various, relatively substantial, losses 
incurred by a trust fund operating under 
such circumstances. He concluded: “It 
would take a brave man, or one not 
open to conviction, to dismiss the value 
of rate guarantees [under Group An- 
nuity contracts] for medium size com- 
panies [i.e., employers ].” 

All this is quite true. But more to the 
point is the question: How many en- 
ployers out of 1,000, say, with 10 new 
pensioners aged 65* would find all 10 
of them alive 10 years later? On learn- 
ing that the answer is 28 (i.e., less than 
three in a hundred” some employers 
might ask to see the other side of the 
coin: how many of these 1,000 employ- 
ers would end the 10 years with all 10 
pensioners dead (and substantial profits 
in their funds), or with 9 pensioners 
dead, and so on. The answers are given 
below in the form of a table. Remember 
that the average number of pensioners 
surviving the 10 years is seven. 

No. of pen- No. of 


sioners surviving companies in 
the 10 years that situation ° 


37 
103 
200 
267 
234 
Seopa hee ont | 
ee 


1,000 


*A group of 10 aged between 60 and 70 would pro 
duce substantially similar results. 
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We s: »pose that the insurance com- 
pany is ‘urge enough to strike the aver- 
age exa:''y — though a little thought 
should | given to the question, what 
happens { it does not? This implies that 
the “gairs” of the 350 companies hav- 
ing less than 7 survivors are offset 
against “he “losses” of the 383 with 
more than 7 survivors. The latter com- 
panies are, presumably, happy with 


their “guarantee” but, human nature be- 
ing wha! it is, what about the 350 com- 
panies wio had their “gains” absorbed 
by companies less lucky than them- 
slves? In particular, what of the single 
company left with two surviving pen- 
sioners out of 10 with a “premium”’ as- 
sessed on the basis of 7 survivors? And 
remember, the insurance company has 
made no mortality profit so there are no 
“dividends” available. 

The preceding illustration is strictly 
cautionary. We have completed the lop- 
sided picture provided by the correct, 
but incomplete, statistics of the group 
sales manager.” The net result is that 
instead of having strongly to advocate 
insurance coverasse for employers with 
10 pensioners, we must point to the 
table and say (in effect): Are you more 
afraid of losing the coverage of the 383 
“unlucky” companies, or the “profits” 
of the 350 “lucky” employers? 

Of course, the foregoing was based 
o the rather unrealistic assumption 
that all 10 pensioners had the same pen- 
sions. In practice many small compan- 
ie’ pension plans have one very large 
pension to pay and a few small ones. 
Here the risk is much greater but only 
on account of the single large pensioner. 
If this individual lives to be a hundred 
the trust fund would take quite a beat- 
ing—but it would take it in installments 
over 35 years! 


ACCOUNTING FOR 
PENSION COSTS 


A A MEETING OF THE AMERICAN PEN- 
sion Conference on December 15, 
1960, the transcript of which has just 
become available, Mr. John B. Inglis, 
senior partner of Price Waterhouse & 
Co. said: “Pension costs enter into the 
determination of net income. The ac- 
countant must report to the stockhold- 
ets... on net income.” 

The speaker had previously discussed 
the three interlocking problems of pen- 
sion accounting: (a) How to account 
for past service funding, (b) How to 
account for current service payments, 
and (c) Whether, and to what extent, 
the initial past service deficit should be 
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funded. It was now generally recognized 
that past service funding should not be 
charged against surplus — though man- 
agement was loath to accept this view. 

However, the so-called “full accrual” 
method of distributing each employee’s 
pension costs over his working lifetime 
and accounting for it in this manner 
(irrespective of the actual funding pro- 
cedure), has not received general agree- 
ment. Instead, the method most gener- 
ally followed is to accrue costs only as 
funded. In Mr. Inglis’ words: “A com- 
pany would in all probability never be 
called upon to utilize the entire amount 
of an actuarially calculated full accrual, 
and in the event of liquidation of the 
business, any amounts accrued with re- 
spect to employees who have not at the 
time acquired vested rights would... . 
revert to the surplus of the company.” 
Mr. Kenneth A. Wulff, treasurer and 
comptroller of U. S. Plywood Corpora- 
tion, the second speaker, went even 
further when he said: “. . . were it not 
for the fact that tax benefits have en- 
couraged the establishment of Pension 
Trusts, it is my opinion that accounting 
for pension costs on an accrual [not full- 
accrual] basis would not be a general 
practice despite the theory supporting 
this position.” 

Both speakers, and the meeting chair- 
man Mr. Clark T. Foster, commented on 
the “flexibility” of the so-called past- 
service “liability.” For any given com- 
pany establishing a new pension plan, 
one type of actuarial valuation (the 
“agoregate cost method”) produces no 
past-service cost at all, and another (the 
“unit credit cost method”) produces an 
amount considerably lower than that of 
a third (the “entry age normal cost 
method”). What value, then, has SEC 
regulation SX providing for the esti- 
mated amount of unfunded past-service 
liability at any point of time. The 
speakers were, however, at variance in 
their interpretation of a company’s real 
“liability” under a plan, Mr. Inglis 
preferring the valuation only of vested 
rights, and Messrs. Wulff and Foster re- 
garding the fund itself as the measure 
of the whole liability of the company. 


A AA 


e Seven representatives of trust de- 
partments recently completed Kennedy 
Sinclaire’s 42nd Trust Sales Training 
School conducted in the firm’s offices in 
Montclair. The two weeks of intensive 
study precede a two-year trust adver- 
tising and sales training program for 
the banks. 
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PENSION CONTRIBUTIONS 
(Continued from page 304) 


For most employers the real flexi- 
bility under profit-sharing is the flexi- 
bility built into a properly designed 
profit-sharing formula, and not the illu- 
sory freedom of a no-formula plan. 


B. Pension Plans 


Pension plans can be designed so that 
employer contributions will generally be 
greatest in high profit years, and small- 
est in low profit and deficit years. In 
fact, contributions can often be sus- 
pended for one, two, or more years. 

Whichever of the previously discussed 
methods of determining the maximum 
deductible contribution is used, the em- 
ployer may reduce or temporarily sus- 
pend coniributions without Treasury ap- 
proval as long as: 


a. The benefits to be paid or made 
available currently are not affected; 
and 

b. The unfunded past service cost 
(which includes any unfunded prior 
normal cost and unfunded interest on 
any unfunded cost) does not exceed 
the past service cost as of the plan’s 
inception.*4 


If either of these conditions (known 
as “minimum funding requirements” ) 
are not met at any time due to a re- 
duction or suspension of contributions, 
the plan will be treated by the Service 
as a “termination” or “partial termina- 
tion” and must be resubmitted for re- 
determination regarding its qualifica- 
tion under Section 401 (a).75 

Under either of the funding methods 
prescribed by the Code, if the maximum 
deductible amount is contributed for a 
number of years, the amount in the fund 
may substantially exceed the minimum 
necessary to meet the two conditions 
stated above. This is especially true if 
the employee group covered has sub- 
stantial past service at the time of the 
plan’s inception. The excess in the fund, 
beyond the minimum funding require- 
ments, permits a reduction or suspen- 
sion of contributions for one or more 
years. 

If contributions are substantially re- 
duced or suspended, all or part of the 
normal cost and interest on the un- 
funded past service cost may be un- 
funded for that year. This unfunded 
normal cost and interest becomes part 
of the unfunded past service cost. If 
the substantial reduction or suspension 
of contributions continues for a number 
of years, the unfunded past service cost 


*Rev. Rul. 56-596; and Rev. Rul. 60-167. 
Rev. Rul. 56-596. 





will grow until it equals the original un. 
funded past service cost at the plan’s 
inception. At that time the employer 
must start contributing again or the 
plan will be deemed completely or par. 
tially terminated by the Treasury. 

Thus, a pension plan can be geared 
to profits in a large degree. The plan 
is established during a period of good 
business and the maximum deductible 
amount is contributed for a number of 
years. When profits decline, the em. 
ployer will reduce or suspend contribu. 
tions and gradually use up the excess 
previously built up in the fund. Further. 
more the employer is free to reduce or 
suspend contributions to a pension plan 
at will even in high-profit years, as long 
as minimum funding requirements are 
met. Thus a successful business with 
special needs for working capital is 
not tied to a predetermined contribution 
in any year. This offers a freedom and 
flexibility entirely absent under a profit- 
sharing plan which contains a predeter- 
mined formula. 

When maximum or near-maximum 
contributions are again made to the 
pension fund, the minimum funding re- 
quirements will again be exceeded. A 
new “excess” will be available to per- 
mit later reductions or suspensions, thus 
assuring considerable variability in an- 
nual contributions to the pension plan. 

If the business never recovers and its 
profit level remains low, the company 
has the following choices: 

{| The pension plan may be termina- 
ted. No adverse tax consequences will 
follow a complete or partial plan 
termination where a “valid business 
reason” for termination exists, such 
as a permanent decrease in business 
making continuance of the plan bur- 
densome.?6 

{ The plan may be amended to re- 
duce the future benefits payable, ie, 
a “partial termination.” 

{ If a sufficient number of employ- 
ees leave the company, the plan may 
be continued unchanged. A_ smaller 
annual contribution will be adequate 
to provide full benefits for the smaller 


group remaining. Furthermore the 
non-vested sums forfeited by termi- 


nating employees are used to fund the 


benefits of the remaining employees, 

and thus reduce costs. 

It should be noted that these are es- 
sentially the same choices open to the 
company if it has a profit-sharing plan. 
Although permanent reduction in an- 
nual contributions may not require 
amendment of a profit-sharing plan, the 
effect is clearly similar to permanent 
reduction of contributions to a pension 
plan. 


Reg. 1.401-1(b) (2). 
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Ill. I ternal Effect of Varying 
Asanual Contributions 


Too nm 'ch attention is generally given 
to the cg :estion of which type of plan 
permits <reater variability in annual 


contribui ons. Often ignored is the equal- 
ly, or more, important question: What 
is the efi-ct on each employee’s benefits 
when the contributions vary from: year 
to year’ 

In this area of “internal” flexibility 
pension plans are far superior to profit- 
sharing pians. 

When pension contributions are tem- 
porarily reduced or suspended, there is 
no corresponding decrease in benefits 
received by employees who retire dur- 
ing or shortly after the low-contribution 
years. The pension trust will ordinarily 
by able to pay them their retirement 
benefits in full. When contributions are 
later increased, the trust will then be 
able to catch up in funding the benefits 
of the younger employees. 

This is possible because of the nature 
of a pension plan. It is a true retirement 
plan, and since its purpose is to provide 
definitely determinable retirement in- 
come to each participant,” it is able to 
divert large sums to those employees 
who retire first, then to those who re- 
tire next, and so forth. 

Under profit-sharing this diversion of 
funds to the first employees who retire 
is impossible. All plan members share 
ratably (under the plan’s allocation 
formula) in each year’s contribution, 
large or small. All members lose out in 
similar proportion when no contribu- 
tion is made. The employees who re- 
tire earliest have a substantial cut in 
their expected benefits when profit-shar- 
ing contributions are reduced or sus- 
pended. On the other hand, funds in 
the accounts of the younger employees 
often grow beyond their retirement 
needs, 

When a plan is established, the stock- 
holder-employees generally wish to pro- 
vide substantial benefits for themselves, 
other executives, key employees and 
long-service employees. Since these em- 
ployees are often the ones nearest to 
retirement, they stand to lose the most 
when a profit-sharing plan must reduce 
or suspend contributions. This same 
favored group of employees lose noth- 
ing when a temporary reduction or sus- 
Pension of contributions occurs under a 
pension plan. 


Summary 


The comparison of pension and profit- 
sharing plans with regard to the varia- 


Oe: 


"Reg. 1.401-1(b)-1(i). 
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bility of annual contributions may be 
summarized as follows: 

(1) Maximum deductible contribu- 
tions to a profit-sharing plan may aver- 
age 15 per cent of members’ compensa- 
tion, whereas a pension plan may be 
designed to permit a larger average 
deductible contribution. 

(2) A profit-sharing plan without a 
profit-sharing formula gives the em- 
ployer the maximum freedom to reduce 
or suspend contributions, but since a 
profit-sharing plan with a profit-sharing 
formula is usually preferable for several 
reasons, reductions in annual contribu- 
tions are generally tied to reductions 
in profits. If an employer wishes to 
contribute less than the amount pre- 
scribed by the plan’s formula, this is a 
“partial termination” and a valid busi- 
ness reason for such reduction must be 
shown. 

(3) If an employer contributes the 
maximum deductible amount to a pen- 
sion plan for a number of years, he can 
generally reduce or suspend contribu- 
tions, at his will and without regard to 
profits, for one or more years. If he 
wishes to reduce or suspend contribu- 
tions beyond the point where Treasury’s 
two minimum funds requirements are 
still met, this is a “partial termination” 
and a valid business reason must be 
shown. 

(4) A pension plan can adjust inter- 
nally to changes in the amount of an- 
nual contribution, by diverting funds to 
provide full benefits for the employees 
who retire first. A profit-sharing plan is 
completely inflexible in this respect; 
thus the ultimate effect of a temporary 
reduction or suspension of contributions 
may be to penalize those stockholders 
and other employees nearest to retire- 
ment. 

There are other factors influencing 
the flexibility of annual contributions 
not discussed herein. They are mainly 
within the control of the employer and 
his advisors in the design and admini- 
stration of the plan. For example, the 
decision as to whether the plan should 
be self-administered, wholly insured or 
partly insured will influence the flexi- 
bility; furthermore, if an insurer is in- 
volved, the type of life insurance or an- 
nuity contract used will also have an 
important bearing. Thus the ultimate 
freedom to vary contributions will de- 
pend partly on tax and legal considera- 
tions outside the employer’s control, and 
partly on the decisions reached by the 
these tax and legal considerations, when 
employer, within the framework of 
the plan is established. 
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ALFRED C. GILBERT, inventor of the 
erector set and founder and board chair- 
man of the top company bearing his 
name, bequeathed 665 shares of its com- 
mon stock to Yale on condition that the 
shares not be sold for five years after 
his death unless first offered to the com- 
pany. Identical bequests subject to the 
same provisions were made to a New 
Haven hospital and Pacific University. 
He devised certain real property in Con- 
necticut and British Columbia to his son 
and all other real property to his widow. 

A marital deduction trust and a trust 
comprised of the balance of the estate 
are to be established for the benefit of 
Mrs. Gilbert. The remainder of the latter 
trust, and of the former, if she fails to 
provide for its disposition in her will, 
is to be divided into three equal shares, 
one to be paid over to his son, and the 
other two to be held in further trust for 
his daughters. The Gilbert stock is to be 
divided equally among his children un- 
less his son elects to take a number of 
shares greater than that effected by an 
equal distribution. 

The executors are directed to sell as 
many shares of the Gilbert stock as is 
necessary to raise $175,000. The shares 
are to be first offered to decedent’s son 
who may purchase them within a year 
of the death of his father under terms 
set forth in the will, and any shares 
not so purchased are to be offered to the 
company which has the privilege of pur- 
chasing them within 18 months of Mr. 
Gilbert’s death. At the expiration of 
this period, unsold shares are to be of- 
fered to the public. 

Appointed as executors and trustees 
are Mr. Gilbert’s son and the Second 
National Bank of New Haven. 


FRANK J. LEWIS, manufacturer of 
coal-tar products whose many philan- 
thropies included the funds for Loyola 
University’s campus, Lewis Towers in 
downtown Chicago, did not make any 
provision for his wife other than to 
leave her his personal and household 
property, because, as he indicated in his 
will, he had previously provided for her. 
The remainder of his estate, after some 
30 legacies, none exceeding $5,000, is 
to be divided into a number of funds and 
held in trust by the Chicago Title and 
Trust Co. i 

Amounts, 
$300,000 are to be held for each of his 
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ranging from $5,000 to 


seven children and their spouses and the 
income distributed annually to the bene- 
ficiaries. The principal of each of the 
trusts is to be distributed in quarterly 
shares equal to 1/60th of the original 
corpus until it is completely dirstibuted, 
the final distribution, in any event, to be 
made on the fifteenth anniversary of 
Mr. Lewis’ death. The income of three 
$200,000 trusts created for the benefit 
of the Lewis College of Science and Tech- 
nology, the Lewis Memorial Maternity 
Hospital, and the Catholic Charities of 
the Archdiocese of Chicago, is to be 
distributed annually and the principal 
paid over to the beneficiaries in 15 
yearly payments. The remainder of the 
estate held in trust is to be distributed 
as directed by a foundation bearing de- 
cedent’s name. The foundation is di- 
rected to use such monies for charitable 
and educational purposes that are de- 
signed to foster and preserve the 
Catholic faith. to erect churches for 
needy places, and to contribute to the 
support of priests living in poverty 
stricken areas. 

In connection with the sale or invest- 
ment of the trust funds, Mr. Lewis re- 
quested the trustee to confer with a com- 
mittee named in the will in arriving at 
any decision having a material effect on 
the trust. The trustee bank is also desig- 
nated as executor. 





GERTRUDE HILL GAVIN, the daughter 
of the late James J. Hill, railroad finan. 
cier, devised her French Renaissance 
chateau in Jericho, Long Island, to the 
United States with the hope that it 
would be used as a residence for its 
representative to the United Nations, 
In the event that the devise is not ae. 
cepted, the executor is directed to s¢lj 
the property and pay the proceeds to St, 
Vincent’s Hospital in New York City, 

Mrs. Gavin left directions for the dis. 
position of eight treasured paintings, 
including canvasses by Corot, Delacroix, 
and Millet, and of the distribution of 
her jewelry, including an emerald and 
diamond necklace which the executor js 
directed to sell and pay the proceeds to 
the Roman Catholic Archdiocese of New 
York. Her interest in the St. John’s 
River which flows into the St. Lawrence 
River and other real property interests 
in Quebec Province are devised to a 
niece. 


Each person in the employ of Mrs. 
Gavin for a period of ten years at the 
time of her death is to receive $6,000, 
and a secretary and two maids are 
named income beneficiaries of trust 
funds. The residuary estate is divided 
into 46 parts, and the bulk of these are 
left in trust to pay the income to 
nephews and nieces until they attain 
age 40 when the principal is to be dis- 
tributed to them. The United States 
Trust Co. of New York is appointed ex- 
ecutor and trustee. 


WALTER F. BrRowN, Postmaster Gen- 
eral in the Hoover Administration, 
named The Toledo Trust Co. as co- 
executor of his will which bequeathes 
his probate estate to a trust created 
with the trust company during his life- 
time. 
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ESTATE TAX 


Life insurance proceeds includible in 
estate where decedent retained right to 
obtain Ioans against policy. Decedent 
transferred policy of insurance on his 
life, retaining only right to obtain loans 
for payment of premiums without con- 
sent of any beneficiary under policy. 
Commissioner included proceeds in de- 
cedent’s estate. 

HELD: For Commissioner. Retained 
right was sufficient incident of owner- 
ship to require inclusion of proceeds in 
estate. Est. of B. S. McCoy, Sr., et al., 
v. Comm., T.C. Memo. 1961-40, Feb. 21, 
1961. 


Transfer for adequate consideration 
not includible in estate. Decedent had 
three-fifths and his wife had one-fifth 
interest in closely held realty corpora- 
tion. Pursuant to property settlement 
agreement, which was later incorporated 
in divorce decree, wife relinquished her 
stock ownership and her interest in 
jointly held property. In consideration 
therefor, realty company transferred 
one of its apartment buildings to wife 
for life, with remainder to children, and 
another apartment building to decedent 
for life, with remainder to children. 
Commissioner included value of realty in 
decedent’s estate, on ground that consid- 
eration for transfer was relinquishment 
of marital rights which does not con- 
stitute “consideration” in money or 
money’s worth. 

HELD: For estate. Value of realty is 
not includible in decedent’s gross estate, 
even though he retained life estate. 
Property settlement agreement was set- 


tlement of business as well as marital- 


rights, and thus transfer was made for 
adequate and full consideration. Est. of 
B.S. McCoy, Sr., et al., v. Comm., supra. 


Renunciation of inheritance by execu- 
trix held effective. Decedent and her hus- 
band were killed in automobile accident. 
Decedent survived husband by four hours 
but did not regain consciousness. Under 
husband’s will, decedent was entitled to 
one-third of his estate. Prior to funeral, 
executrix, who was joined by decedent’s 
legatees, renounced decedent’s interest 
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in husband’s estate. Commissioner deter- 
mined that one-third of husband’s estate 
was includible in decedent’s estate. 

HELD: For estate. Renunciation was 
fair, reasonable and natural under cir- 
cumstances. Moreover, it was made im- 
mediately without intention of avoiding 
estate taxes. Inheritance came into be- 
ing when deceased was unconscious. Ex- 
ecutrix had authority to renounce in- 
heritance on behalf of decedent. M. Per- 
kins, Exrx. v. Phinney, D.C.W.D. Tex., 
Feb. 27, 1961. 


Estate denied deduction for attorneys’ 
fees. Estate claimed deduction for fees 
paid two attorneys. One attorney ren- 
dered services to executor in his individ- 
ual capacity, as well as in his capacity 
as executor. No record was kept of time 
spent or work performed by him. Under 
applicable state law attorneys fees in- 
curred by executor in his individual in- 
terest as heir are not allowable as ex- 
pense of estate. Fees of second attorney 
were paid by two heirs who had employ- 
ed him. Commissioner disallowed deduc- 
tion for fees. 

HELD: For Commissioner. There was 
no showing that services of attorneys 
were performed on behalf of estate, or 
that they were necessary or required for 
administration of estate. Question had 
not been presented or ruled on by pro- 
bate court. Fees were not deductible 
from decedent’s gross estate for federal 
purposes. Est. of B. S. McCoy, Sr. et al., 
v. Comm., supra. 


Compromised widow’s statutory share 
qualifies for marital deduction. Decedent’s 
widow was entitled to life annuity from 
trust under her husband’s will. She en- 
tered into agreement with executor to 
receive $250,000 in cash instead, plus 
other property. Total value of property 
was less than her statutory right to one- 
third of decedent’s estate, to which she 
would have otherwise been entitled. Com- 
missioner disallowed marital deduction 
claimed for value of property passing 
under settlement agreement. 

HELD: For estate. Terminable inter- 
est represented by life annuity was dis- 
claimed by widow and did not pass to 
her. Payment received under settlement 


agreement was not in lieu of terminable 
interest but in recognition of widow’s 
entitlement to one-third of estate under 
state law. Property passed from dece- 
dent, and full amount under settlement 
agreement qualifies for marital deduc- 
tion. Indiana National Bank, Trustee v. 
U. S., D.C.S.D. Ind,. Jan. 31, 1961. 


Nonadversary state court decree not 
determinative of decedent’s interest. De- 
cedent’s husband left entire estate to her. 
Will had been executed prior to birth 
of their daughter. Husband died in 1938, 
just one month after he had obtained 
decree of divorce from decedent. Dece- 
dent was executrix of estate and she 
took possession of assets and commingled 
them with her own property. Decedent 
died in 1953. State court ruled that de- 
cedent had renounced her inheritance 
under ex-husband’s will and daughter 
was rightfully entitled, as sole heir, to 
undistributed share of her father’s es- 
tate. Commissioner included property in 
estate. District Court upheld Commis- 
sioner. 

HELD: District Court affirmed. Com- 
missioner was not bound by state court 
decree, since it was rendered in nonad- 
versary proceeding. Decedent inherited 
estate of her ex-husband and did not 
renounce it or lose title thereto as result 
of divorce decree or birth of daughter. 
Thus, remaining property received under 
ex-husband’s will was includible in dece- 
dent’s gross estate. First National Bank 
of Montgomery, Exr. v. U. S., 5th Cir., 
Jan. 23, 1961. 


Widow’s allowances did not pass from 
decedent’s estate under state law. Dece- 
dent bequeathed to surviving spouse all 
his personal property, and life estate 
in his real property. Pursuant to Ohio 
law, which provides that appraisers 
shall allow to widow sufficient property 
to support her for twelve months, widow 
received $3,000. She also received $2,500 
as personal property “exempt from ad- 
ministration” under Ohio law. Under 
state law, these amounts are treated as 
“a debt and preferred claim, respective- 
ly” against estate. All personal property 
devised to widow was sold to satisfy 


373 





debts of decedent. Widow advanced 
money in these amounts from her own 
funds, and then satisfied her claims by 
paying herself statutory allowances by 
means of checks drawn on estate. Com- 
missioner disallowed marital deduction 
claimed for statutory allowances. 

HELD: For Commissioner. Statutory 
allowances were not paid from assets of 
estate. They did not pass from decedent 
to surviving spouse. Consequently, they 
do not qualify for marital deduction. Est. 
of J. H. Denman v. Comm., 6th Cir., 
Mar. 138, 1961. 


GIFT TAX 


Valuation of preferred stock in closely 


held corporation. Taxpayers, sole‘ stock- 
holders of close corporation, donated 75 
shares of Class B preferred stock to 
charitable organization. Authorized stock 
of corporation consisted of $100 par 
value, Class A and Class B preferred, 
and no par value Class A and Class B 
common. No dividends could be paid on 
common stock until dividends were first 
paid on preferred stock. At time of gift, 
it was intended that preferred stock 
would be redeemed within three years, 
or in event of death of either taxpayer. 
Book value of donated stock was $100 
per share, and there were sufficient as- 
sets to redeem preferred stock at par. 
Taxpayers claimed charitable deduction 
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of $7,500 which Commissioner disallowed 
on grounds that taxpayers had failed to 
establish that donated stock had fair 
market value on date of gift. 


HELD: Stock had fair market valye. 
Stock is to be valued at its fair market 
value which is not conclusively deter- 
mined by its par value. Court found 
value to be $57 per share. Alvin A, 
Behrend et al. v. Comm., T.C. Memo. 
1961-64, Mar. 8, 1961. 


INCOME TAX 


Widow’s payment held to be tax-free. 
Taxpayer’s husband died February 22, 
1956. On March 15, 1956, board of di- 
rectors of company, in which husband 
had been executive, passed resolution au- 
thorizing payment to widow of bonus 
earned by decedent for first quarter of 
1956, and balance of his salary for year. 
Company also transferred to widow com- 
pany-owned automobile which had been 
used by decedent. Widow rendered no 
services to company. Corporation claimed 
deduction for compensation paid to end 
of year. Widow maintained payments 
were gratuitous and tax-free. Commis- 
sioner charged widow with amount re- 
ceived in excess of $5,000, contending 
that under Section 101(b)(2)(A) of 
1954 Code, excludible amount is limited 
to $5,000. 


HELD: For taxpayer. Payments were 
made by employer by reason of death of 
employee and come within gift provisions 
of Section 102 of 1954 Code. They are 
not to be limited by Section 101 to $5,000. 
Court pointed out that case law and not 
statutory provisions has set out criteria 
for determining whether gift or compen- 
sation was intended. Facts here fall with- 
in test of gift. Frankel, et al., v. U. S., 
D.C. Minn., Feb. 28, 1961. 


Insurance premiums paid by husband 
not taxable to divorced wife. Pursuant to 
divorce decree, taxpayer’s husband was 
required to pay, in addition to fixed ali- 
mony and support, premiums on his life 
insurance policy under which wife was 
beneficiary. She also had right to cash 
surrender policy. However, should she 
surrender policy, 
insurance would terminate. Commissioner 
determined that premiums constitute pe- 
riodic payments received by wife in dis- 
charge of.legal obligation imposed under 
divorce decree, and were, therefore, in- 
cludible in her income. 


HELD: For taxpayer. Payment of in- 
surance premiums was made to insur- 
ance company and not to taxpayer. She 
did not receive, either actually or con- 
structively, any money or property under 
agreement as far as premiums or policy 
were concerned. F’. H. Griffith v. Comm., 
35 T.C. No. 99, Mar. 13, 1961. 
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Legislation Affecting Trusts and Estates 


(First 1961 Report) 


ARKANSAS 


Act 15::: Sets forth powers which may 
be incorporated by reference into wills 


and trusts, intervivos as well as testa- 
mentary. 
Act 189: Provides that before heirs 


can assig: dower as against widow, they 
shall execute agreement giving widow 
permission to sell timber on lands set 
aside to her and to execute oil and gas 
leases thereon from which she shall re- 
ceive bonus money, delay rentals, and 
royalties. 


INDIANA 


S.B. 269: Amends Probate Code Sec. 
208 to eliminate right of adopted child to 
inherit from previous adopting parent 
who marries adopting parent. 

Ch. 15: Amends Probate Code Sec. 
1511 with respect to dispensing with no- 
tice to heirs or devisees upon sale of real 
property appraised at not more than 
$1,000 exclusive of encumbrances. 


IOWA 


Ch. 590: Amends Sec. 590.1 to legalize 
notice of appointment of executors and 
administrators prior to January 1, 1955, 
which did not comply with provisions of 
stated Code sections. 


NEVADA 


Ch. 57: Amends Sec. 149.080 to add 
production of natural steam to purposes 
for which executor or administrator may 
obtain court authorization to lease estate 
property. 

MExIco 


Ch. 12: Eliminates from Sec. 29-1-9, 
relating to disposition of community 
property upon death of husband, provis- 
ion creating conclusive presumption of 
intestacy if no will is filed within six 
months after husband’s death. 


NEw 


OHIO 


H.B. 1: Amends Sec. 109.26, enacted 
in 1953 to require registration of charit- 
able trusts with attorney general, to 
eliminate reference to date. 


OKLAHOMA 


H.B. 544: Adopts Uniform Testamen- 
tary Additions to Trusts Act. 

S.B. 84: Amends Sec. 122 to remove 
preference of brothers over sisters and 
males over females in appointment of 
administrator of intestate estate. 


SoutH DAKOTA 


S.B. 17: Amends Sec. 35.1417 to re- 
duce from three months to 30 days pe- 
riod in which claimant must bring suit 
after rejection of claim by executor or 
administrator or after same becomes due. 


Aprit 1961 


S.B. 24: Revises Section 35.1302 (6) 
and (7) to eliminate limit on amount of 
(1) provisions for family provided by 
decedent and on hand or growing at time 
of decease, and (2) household and kitch- 
en furniture, which pass to surviving 
spouse or children and are not deemed 
assets of estate. 

S.B. 26: Adopts Uniform Act for Sim- 
plification of Fiduciary Security Trans- 
fers. 

H.B. 567: Validates certain sales of 
real property made by executors. 

H.B. 568: Provides for adjudication of 
termination of life estate or other inter- 
est in real property in regular probate 
proceeding on death of holder of interest. 

H.B. 569: Amends Sec. 35.1705 to per- 
mit distribution to heirs of person who 
dies, unmarried and under age, before 
the close of administration of an inte- 
state estate in which such person had an 
interest, provided such heirs are includ- 
ed as heirs of original decedent; petition 
for final distribution must set forth rele- 
vant data. Also repeals subdivisions (6) 
and (7) of Sec. 56.0104 which provided 
that intestate share that would ordinar- 
ily pass to a child shall go to other chil- 
dren or their issue where such child dies 
under age and not having been married. 


TENNESSEE 


Ch. 303: Adopts Uniform Testamen- 
tary Additions to Trusts Act. 


UTAH 


H.B. 5: Permits bequest to trustee of 
trust created by testator or some other 
person, executed before or concurrently 
with will, whether or not revocable or 
amendable after execution of will, but 
revocation of trust shall invalidate be- 
quest. 


WEST VIRGINIA 


H.B. 281: Adopts Uniform Testamen- 
tary Additions to Trusts Act. 


WYOMING 


Act 7: Amends Sec. 13-102 to allow ex- 
ecutors, administrators and all other 
fiduciaries to invest in all federally in- 
sured savings accounts or federally in- 
sured investment certificates of savings 
and loan associations. 

Act 76: Appoints superintendent of 
training school and superintendent of 
State Hospital as conservators of estates 
of minors and adjudged incompetents 
admitted to above institutions, unless 
guardian had previously been appointed 
or subsequently is appointed, and defines 
duties as conservator. 

Act 98: Amends Sec. 2-242 to provide 
for district court to order payment of 
welfare claims for repayment out of es- 
tate of claimant; providing that condi- 
tion precedent to claimant’s receiving 
such welfare payments shall be agree- 
ment that claim for repayment shall be 
lien on real estate of claimant; providing 
method for foreclosing lien; and giving 
county welfare department right to peti- 
tion for probate of claimant’s estate. 


A AA 


LITERATURE NOTES 
(Continued from page 366) 


in a third area — the interrelationship 
of the estate tax and the income tax — 
is the subject of general discussion and 
review in this essay. 


Fiduciary Income Taxes 


BERNARD BARNETT. New York Certified 
Public Accountant, March, 1961 (355 Lexington 
Ave., New York 17; $.50). 


Enactment of Article 22 of the New 
York Tax Law resulted in the incorpora- 
tion into State law of the basic princi- 
ples of Federal income taxation of es- 
tates, trusts, and beneficiaries. Pre- 
sented in this article is a brief com- 
mentary of the more significant changes 
effected by the statute, and a discussion 
of some concepts new to the New York 
income tax such as distributable net in- 
come, income in respect of a decedent, 
and the classification of trusts into sim- 
ple and complex. 
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ASSETS — Business — Administrator 
Has Preferred Claim for Money Ad- 
vanced Pursuant to Court Order 


Colorado—Supreme Court 


In re Estate of Smith, United States v. Smith, 
359 P. 2d 1020. 


Decedent’s widow was appointed ad- 
ministratrix. The principal asset of the 
estate was a business, the fiscal affairs 
of which were in a chaotic state, with 
numerous creditors. The administratrix 
obtained Court authority to carry on the 
business, as well as permission to bor- 
row $10,000 from herself individually in 
order to obtain working capital. This 
order was approved without notice. 

The business finally collapsed. The ad- 
ministratrix applied for permission to re- 
pay herself the amount of her own loan 
as an expense of administration, and 
the other creditors contested this on the 
ground that no notice of borrowing was 
given as required by statute. The court 
approved the claim of the administratrix 
as a preferred claim. 

HELD: Affirmed. The probate court 
had authority to direct the administra- 
trix to continue the business and to bor- 
row funds to provide working capital. 
At the time the loan was authorized, the 
United States had not appeared as a 
creditor by the filing of any claim and 
was therefore not entitled to any notice 
of the proposed borrowing. During all 
the time the business was carried on, the 
creditors of the estate had full knowl- 
edge of the fact that the administratrix 
had personally advanced $10,000 out of 
her own funds for that purpose. They 
apparently were very willing that she 
should make the effort and use her funds 
as a possible benefit to their position as 
creditors. The record does not disclose 
that they made any complaint during 
the time the estate carried on. 


CHARITABLE TRUSTS — Fund to Edu- 


cate Doctor for Community Held 
Valid 


Kansas—Supreme Court 
In re Estate of Carlson, 187 Kan. 543. 


Carlson, a resident of Sylvia, Kan., 
left a will which provided that upon the 
termination of certain life estates the 
remainder was to go to the City of 
Sylvia, under trust. The trust was to 
be executed by the duly ekcted govern- 


ing body of the City who would select a~ 


qualified young man from the Sylvia 


376 


Township who desires to become a doc- 
tor, and the corpus of the trust was then 
to be used to provide for his education 
upon his promise that he would return 
upon completion of his education to 
render medical services to the Sylvia 
area, A portion of the corpus was to be 
used to establish a small clinic upon the 
completion of the chosen boy’s education 
and his return to Sylvia. 

Another paragraph of the will pro- 
vided for the placing of suitable floral 
decorations on the grave of the testator 
and certain relatives on each Memorial 
Day until the funds in the trust were 
exhausted. 

Testator’s sister, who was bequeathed 
$10, contested the will on the ground 
that the charitable trust provisions did 
not satisfy the law in that the trust 


. was to benefit a single individual rather 


than being for the general good, and on 
the further ground that the bequest for 
decoration of the graves was not char- 
itable. 


HELD: Trust sustained. The City of 
Sylvia is a small municipality and Sylvia 
Township is purely a rural area; both 
city and township are without the serv- 
ices of a resident doctor of medicine 
both at present and when the will was 
executed. The testator’s dominant pur- 
pose was to promote the health and 
physical well-being of the entire popu- 
lation of Sylvia and its environs, and 
this will benefit the general good in that 
locale. 

The provision for decoration of the 





graves was precatory only and was not 
the dominant object of the testatoy’s 
intentions. The contrast in phraseology 
denotes that the Memorial Day instruc. 
tion was merely a request, not Manda. 
tory, and the primary desire of the 
testator, the dominant object, was to 
provide medical care for the citizens of 
Sylvia. 


COMMUNITY PROPERTY — Effect of 
Commingling of Separate and Com. 
munity Property 

California—District Court of Appzal 

Estate of Arstein, 188 A.C.A. 923 (Feb. 6, 

1961). 

The Arsteins married in 1951, the hus- 
band dying seven years later. The trial 
court found that the husband’s net worth 
at the date of the marriage was some 
$439,000; that the separate income of the 
decedent during the seven years was 
$184,000, and the community income 
$72,000; that the living expenses were 
$109,000. Living expenses exceeding con- 
munity income, the court found the en- 
tire estate was separate property. The 
husband was actively engaged in busi- 
ness and security transactions and main- 
tained three bank accounts. 


HELD: There was no evidence to sup- 
port finding that community income was 
only $72,000. Without tracing there are 
only two methods by which a determina- 
tion of community property could have 
been made: first, to assess the value of 
the husband’s personal efforts during 
coverture. This method is inadequate be- 
cause it does not account for fact that 
profits from decedent’s activities, in part 
community in character, were reinvested 
and reinvestment produced income and 
appreciation which were also community 
in character. Second, to establish reason- 
able return on property that decedent 
brought into the marriage and subtract 
this sum from total marital income. Dif- 
ference would be community income. This 
would result in conjecture in this case 
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where su! tantial sums remained in un- 
productiv: checking accounts and there 


was a mu ° itude of transactions, many of 
which ms have lost as well as made 
money. 

Note: ‘ onsidering the fortune which 
the husbi:d brought into the marriage 
and the short term (seven years) of 
the marri:ge, the holding that all prop- 


erty becuime community is somewhat 
startling. ’erhaps the result is explain- 
able on tie ground that no effort was 
made to trace the separate property into 
the property remaining in the estate at 
decedent’s death. 


LIVING TRUSTS — Allegedly Illegal 
Amendment Not Actionable by Re- 
maindermen During Settlor’s Life 


Maryland—Court of Appeals 

Rappold v. Rappold, 224 Md. 131, 166 A. 2d 

897. 

Three brothers joined in the creation 
of a deed of trust, irrevocable on its 
face, reserving the income to themselves 
and their survivors. Upon the death of 
the last survivor, the trust was to termi- 
nate, and the trust property was to be 
paid to various remaindermen. 

Twenty years after the original deed 
was executed, the two surviving settlors 
purported to amend it by the execution 
of a new instrument providing that on 
the death of one settlor, his share of the 
income should be paid to his surviving 
spouse, if any. Certain other changes 
were made in the devolution of the 
estate on termination. 

The widow of the deceased settlor 
thereupon demanded an accounting of 
the income to which she was entitled 
under the amended deed. The Bill was 
resisted on the grounds that (1) the 
amendment was void for execution under 
duress or mistake, and (2) that it il- 
legally divested the remaindermen of 
their rights which had vested under the 
original deed. The Chancellor ordered an 
accounting of the income, and an ap- 
peal was taken to the Court of Appeals. 

HELD: Affirmed. 

(1) The charge of duress and mis- 
take was not established. 

(2) The charge that the remainder- 
men are being illegally deprived of their 
interests is premature at this time. The 
purported amendment to the deed of 
trust can be sustained for present pur- 
poses as an assignment by the two sur- 
viving brothers of a portion of their 
Interest in the income to the widow of 
their deceased brother. There being no 
spendthrift clause in the original deed, 
the income is freely assignable. On ter- 
mination of the trust at the death of the 
surviving settlor, the effect of the pur- 
ported amendment on the rights of the 
remaindermen can be considered. 


Powers — Limitations — Power to 


Sell and Lease Does Not Include 
Power to Grant an Option 


Aprit, 1961 


Georgia—Supreme Court 
Adler, Extrx., et al. v. Adier et al., 216 Ga. 553. 


Testator’s will created a trust estate 
and gave the executor-trustees the power 
to invest, reinvest, sell, lease, or trans- 
fer any of the property of the estate. On 
January 2, 1952 a building owned by the 
estate was leased for ten years with an 
option to the lessee to purchase the build- 
ing at any time prior to July 1, 1962 for 
$300,000, and at a lesser amount in the 
event fire damaged the building. The op- 
tion was assignable. 

On September 17, 1958 the lessee gave 
the executors notice of his exercise of 
the option. The executors filed a petition 
for declaratory judgment asking the 


question: Could the executors execute an 
option? The lower court said “Yes.” 


HELD: Reversed. Since the power to 
enter into an option was not expressly 
given by the will, the executors had no 
power to grant a long-term option to 
purchase. The power to sell or to lease 
realty does not include the power to 
grant an option. The reason is that when 
a power of sale is conferred it is usually 
contemplated that the executor will ex- 
ercise his judgment at the time of sale 
and not at some prior time. The executor 
was not estopped to set up want of au- 
thority to execute the option, for an 
executor cannot by his conduct expand or 
enlarge his power. 
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SPOUSE’s RIGHTS — Strict Compli- 
ance with Statutory Requirements 
for Election Against Will 


New York—Appellate Divisicn — 1st Dept. 
Matter of Collins, 210 N.Y.S. 2d 933. 


The will provided that if it be deter- 
mined that the testator’s widow had a 
right of election against the will under 
Decedent Estate Law Section 18, the 
testator made a bequest for her benefit 
in satisfaction of her statutory rights. 
The widow did not serve and file a formal 
notice of election within the statutory 
period of six months following the issu- 
ance of letters testamentary; nor did she 
apply for the enlargement of her time to 
make such election within 12 months fol- 
lowing the issuance of letters. She 
claimed, however, that the executors and 
others interested under the will were 
given fair warning and unequivocal no- 
tice of her intention to claim her statu- 
tory rights. To support such claim, the 
widow pointed to the provisions of the 
will and a letter sent by her attorneys to 
the executors within the statutory six 
months period. That letter, without any 
reference to the will or claim to take 
against the will, merely demanded that 
there be set off for her exempt property 
pursuant to Surrogate’s Court Act Sec- 
tion 201. 


HELD: The widow was barred of any 
right of election under D.E.L. Section 18. 
The provisions of the will do not relieve 
the widow of compliance with the statu- 
tory requirements to file a notice of elec- 
tion; they merely put her on notice that 
her right of election, if exercised, was 
to be contested. The probate of the will 
with such provisions does not constitute 
a filing of a notice of election, or a notice 
by her that she was taking any position 
in respect of the will. Nor was the letter 
effective as a notice of election; and in 
any event the letter could not be con- 
sidered as a compliance with the statu- 
tory requirements because it was not 
filed in the Surrogate’s Court. The statu- 
tory requirements must be strictly ob- 
served. 


WILLs — Construction — Adopted 
Child Not “Heir” Within Limitation 
Over if Life Tenant Dies “Without 
Heirs” : 


Virginia—Supreme Court of Appeals 
Merson v. Wood, 117 S.E. 2d 161. 


Testator devised land to his son, L, 
“during his lifetime and if he dies with- 
out heirs, I devise that the land be then 
sold and divided” among three named 
grandchildren of the testator. L survived 
the testator but never had any children. 
However, after the testator died, L 
adopted W. Upon L’s later death, the 


question arose as to whether the land. 


went to the three named grandchildren. 


HELD: As L died without heirs, the 
land went on his death to the named 
grandchildren. The intention of the test- 
ator controlled as to those who were to 
share in his estate; and this intention 
was that “heirs” meant “heirs of the 
body” or “issue” and did not include 
adopted children. Section 63-357 of the 
Virginia Code of 1950, providing that an 
adopted child “shall . . . be, to all in- 
tents and purposes the child of the per- 
son or persons so adopting him,” and 
Section 63-358, providing that “a legally 
adopted child shall inherit, according to 
the statute of descent and distribution, 
from and through the parents by adop- 
tion” — could not be employed as a 
canon of presumptive intent as a substi- 
tute for the testator’s intent. The limita- 
tion over to certain grandchildren of the 
testator upon the happening of the con- 
tingency of L’s dying “without heirs” by 
plain implication showed an intent to 
employ the words “without heirs” in the 
sense of “heirs of the body” or “issue” 
and hence to exclude a child by adoption. 


WILLs — Construction — “Birth” of 

Child Included Adoption 

Wisconsin—Supreme Court 

pa v. Uihlein, 11 Wis. 2d 219, 105 N.W. 2d 

The trustor was the sole owner of in- 
surance policies on the life of her hus- 
band in the sum of $750,000. In 1948 she 
executed three irrevocable trusts and 
made gifts of equal amounts of insur- 
ance to each trust. The trust beneficiaries 
were her grandchildren. When the trust 
was created, one of the donor’s sons had 
three children. He was thereafter di- 
vorced and in 1951 remarried. In 1956 
he adopted his second wife’s three chil- 
dren. The insured had died in 1953. 

The trustees had divided the funds 
among the three children of the donor’s 
first marriage and the one child by his 
second marriage. The trust stated that 
the trustees were to reallocate the funds 
and establish another trust upon the sub- 
sequent “birth of a child.” The trust also 
stated that the word child shall include 
adopted children. Following the 1956 
adoption, the trustees sought instructions 
as to whether the three adopted children 
had an interest in the trust. The trial 
court held that additional trusts were 
not to be established for the adopted 
children. 

HELD: Reversed. In order to interpret 
the trust instrument the entire document 
must be examined. There was an appar- 
ent conflict between the provision permit- 
ting the trustees to reallocate only in the 
case of “subsequent birth of a child,” 
and in the words that a child shall in- 
clude adopted children. The word “birth” 
should not here be construed in its literal 
terms but the intent of the testator must 
be followed. Therefore, the word birth 
includes adopted children. 
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WILLs — Construction — Gift to Class 
Not Closed Upon Testator’s Death 
Where Will Evidences Intention to 
Include All Persons 


New Jersey—Superior Court 


De Santo v. Haug, 167 A. 2d 428. 


The decedent bequeathed his residuary 
estate one-half to his daughter and one- 
half to two named grandchildren of his 
son and any after-born grandchildren 
born to his son. He further provided in 
his will that in event either of grand- 
children was minor at time of his death, 
share was to be held in trust. At time 
of execution of will, testator had two 
grandchildren. Third grandchild was 
born prior to his death. Trustee seeks 
determination from court whether three 
grandchildren living at testator’s death 
are only possible’ beneficiaries, or 
whether grandchildren later born will 
share in class. 


HELD: Class remains open. Normally, 
in gift to class, membership of class 
closes upon death of testator. Where, 
however, testator has made expression 
beyond mere gift to class, evidencing in- 
tention to include all persons whenever 
born as beneficiaries, class remains open. 
Here testator’s direction to include “any 
child hereafter born” must be given 
meaningful effect. 


WILLs — Construction — Legacy Re- 
ferring to Bond Not Specific or 
Adeemed 


Pennsylvania—Supreme Court 


Hollenbaugh Estate, 402 Pa. 256. 


A holographic will gave testator’s 
daughter, Mae, over and above her equal 
share of the estate “Seven Thousand and 
Five Hundred Dollars. That of which is 
made out in a Bond. To her as Benefi- 
ciary for my care and keeping as long 
as I live.” He then provided that all 
other bonds should be divided among the 
remaining heirs. He appointed a son and 
Mae as executors. At the time of death, 
he had U. S. Savings Bonds in the 
amount of $6,400 in his own name, in the 
amount of $7,500 in his name and the 
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name of :: son, Ross, and in the amount 
of $8,500 |» his name and in Mae’s name. 
The total stamentary estate was $12,- 
300. The ~“emaining heirs” were seven 
children. i :e lower Court awarded Mae 
37,500 fr.m the testamentary estate. 
Two of the children appealed. 

HELD: 4(firmed. It is unreasonable to 
assume that testator intended to give 
Mae something she already possessed. 
This is borne out by the fact that he 
did not riention the bonds which the 
son Ross would succeed to at testator’s 
death. The language does not sustain the 
contention that the gift to Mae was a 


specific legacy of a $7,500 bond and that 
the legacy was adeemed because there 
was no such bond. The dominant intent 
was to give $7,500 and the reference to 
the bond was merely incidental. The 
meaning is clear that testator wanted to 
reward Mae for taking care of him. It 
was a general legacy and not adeemable. 
Mae may take the cash or have a bond 
purchased for her. 


Witts — Construction Where 
Beneficiary Died Without Issue 
After Death of Life Tenant, Fund 
Went to His Executor 


Massachusetts—Supreme Judicial Court 
Seamans v. Phipps, 1961 A.S. 201. 


Clause Seventh of the will bequeathed 
a fund in trust to pay the income to the 
testator’s daughter-in-law for life and 
on her death to pay the fund in equal 
shares to or for the benefit of his three 
grandsons. As to one of them (Maurice) 
his share went to the trustees under a 
spendthrift trust to pay the income to 
him and when he reached thirty, to pay 
the principal to him if in their uncon- 
trolled judgment it “should be wise and 
expedient.”” The other two shares went 
outright to the other two grandsons. 
There was no provision for the disposi- 
tion of Maurice’s share on his death. 
Maurice died without issue after the 
death of the life tenant. The probate 
judge decreed that the executor of 
Maurice’s will was entitled to the fund. 

HELD: Affirmed. The will showed an 
intent to give Maurice the entire bene- 
ficial interest, subject only to safeguards 
against his improvidence. In _ other 
clauses of the will the three grandchil- 
dren were treated equally, except for 
the provision against Maurice’s improvi- 
dence. Also indicative was the provision 
In Clause Seventh to the effect that if 
on the life tenant’s death any of the 
three grandchildren had died, his lawful 
Issue would take the same share its 
parent would have taken if living, or if 
there were no lawful issue of a deceased 
grandchild, his share would go to the sur- 
Viving grandchildren. The general residu- 
ary clause was consistent with the idea 
that it would have no interest in Clause 
Seventh. 


NOTE: An interesting fact in the case, 


Apri 1961 


not mentioned in the opinion, is that 
Maurice’s will was probated in Texas 
and the executor appointed there. In 
view of the attitude of some of the 
probate courts towards the powers of 
foreign fiduciaries, it seems to be im- 
portant that the court allowed a foreign 
executor to participate in the case and 
ordered the money paid to him. 


WILLs — Joint & Mutual — Instru- 
ment Not Binding on Survivor 
Without Proof of Contract 


Iowa—Supreme Court 
Father Flanagan’s Boys’ Home v. Turp:n, 106 


N.W. 2d 637 

Husband and wife executed a joint 
will devising to the survivor all of their 
property and providing that upon the 
death of the survivor several modest be- 
quests be made to third parties and the 
residue be devised to Father Flanagan’s 


Boys’ Home of Boystown, Neb., and the | 


Christian Home Orphanage of Council 
Bluffs, Ia., in equal shares. Following 
the death of the husband, the surviving 
widow deeded substantial real estate to 
various third parties not named in the 
will and thereupon the residuary benefi- 
ciaries under the joint will brought suit 
against the surviving widow and the de- 
visees of the real estate in order to set 
side the conveyances and enjoin the sur- 
viving widow from disposing of the 
property. The trial court held in favor 
of the plaintiffs. 

HELD: Reversed. A will is mutual 
“only if it is executed pursuant to an 
agreement.” There was no substantial 
evidence that the joint will here had been 
executed pursuant to an agreement 
which would prevent the survivor from 
disposing of the property as she saw fit 
during her lifetime. 

Several earlier cases had held that the 
wills of husband and wife, each acting 
with knowledge of the other, and drawn 
at substantially the same time as their 
request and containing reciprocal pro- 
visions, would sufficiently evidence a 
prior contract to make mutual wills. 
However, more recent Iowa cases have 
modified the theory relied upon by the 
trial court by requiring that there be 
some additional proof to establish the 
contract and that the mere circumstance 
of joint execution of wills with recipro- 
cal provisions was not enough, Mere ac- 
ceptance of benefits under the will by the 
survivor does not inject the element 
of contract without the contractual char- 
acter of the will having been proven by 
the required quantum of proof. 


WILLS — Probate — Codicil Revived 
Revoked Will 


Texas—Court of Civil Appeals 
Wade v. Sherrod, 342 S.W. 2d 17. 


Testatrix properly executed a_ type- 
written will on June 26, 1948, which was 
admitted to probate. Testatrix’s niece 
contested this will and offered a purport- 





ed holographic writing, dated July 10, 
1951, as the last will. The proponents of 
the typewritten will then offered a type- 
written codicil dated July 31, 1951, and 
properly executed by testatrix, in which 
she denied ever having made a holo- 
graphic will and reaffirmed the typewrit- 
ten will as being in full force and effect. 
The trial court ordered that the codicil 
be admitted to probate and held that the 
codicil and typewritten will together 
constituted her last will. 

HELD: Affirmed. Since the codicil 
sufficiently describes and reaffirms the 
typewritten will and since the codicil was 
properly executed and witnessed, the 
typewritten will, even if revoked by the 





Because we work 
around the 


CHECKS ARE 
COLLECTED FASTER 


"THE NATIONAL CITY 
BANK of Cleveland 


#4845% 623 Euclid Ave 
~~ uci e 


379 





intervening holographic will, was again 
validated as of the date of the codicil. It 
is settled law that a will invalid at its 
inception is validated by a properly ex- 
ecuted codicil that republishes the will. 
No distinction can be made between the 
republication of a will invalid at its in- 
ception and a will that has been revoked. 


WILLS — Probate — Heirs Disinherit- 
ed Under Prior Will Not Barred 
from Contesting Later Will 


Michigan—Supreme Court 
In re Powers Estate, 362 Mich. 222. 


The decedent, a woman of advanced 
age, executed an instrument purporting 
to be her Last Will in 1955, which was 
the last of a series of seven testamentary 
instruments dating back for a period of 
twenty years. In the 1955 instrument the 
bulk of the decedent’s substantial estate 
was bequeathed to the wife of the law- 
yer who drafted the will, and the lawyer 
was nominated therein as executor. 


The next latest testamentary instru- 
ment in point of time was a purported 
will executed in 1952, and in the 1952 
instrument and the other earlier docu- 
ments the distant relatives of the dece- 
dent, who had had no contact with dece- 
dent for many years, were disinherited. 
However, it was conceded that these dis- 
tant relatives would qualify as heirs at 
law of the decedent under the Michigan 
statute if the decedent had died intestate. 
It was further conceded that these earl- 
ier wills were properly executed, al- 
though none of them had been offered 
for probate. In the 1952 instrument the 
decedent provided that the residue of her 
estate should pass to such charity or 
charities as might be appointed and 
designated by her trustee. In 1957 the 
decedent was committed to a hospital as 
a mentally ill person and in 1959 she 
died in that hospital. 

The proposed executor of the 1955 in- 
strument offered the same for probate 
and objections were filed thereto by the 
prosecuting attorney of the county of 
the decedent’s domicile, representing the 
indefinite beneficiaries of the charitable 
trusts referred to in the 1952 will; by 
the decedent’s heirs at law and by the 
guardian ad litem that had been appoint- 
ed by the court pursuant to the petition 
of the prosecuting attorney who believed 
that his office’s finances and personnel 
were not adequate to engage in a pre- 
sumed will contest. 

The contesting parties claimed the 
1955 will invalid on the grounds of fraud 
and undue influence and mental inca- 
pacity of the decedent. The lower court 
upheld the right of the parties named to 
contest the instrument. 

HELD: Affirmed. The heirs at law are 
proper parties to the contest and their 
interest is not barred by any prior in- 
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struments disinheriting them. Although 
proper execution of these prior instru- 
ments is conceded, none of these instru- 
ments has the force of a will unless and 
until it has been duly proved and allowed. 
Although this is a case of first impres- 
sion on this point in Michigan the court 
prefers to follow the decisions in Kansas, 
Kentucky and Georgia holding that the 
rights of heirs at law to contest a will 
are not cut off by the possible effect of 
prior unprobated wills, rather than the 
contrary views held by the courts of 
Tennessee and Louisiana. 





The prosecuting attorney is a proper 
party to the will contest to represent the 
indefinite and unascertained beneficiaries 
of the charitable trusts referred to in 
the 1952 will, for pursuant to Michigan 
statute the enforcement of a charitable 
trust is a public duty and the cost is to 
be borne at public expense. The guardian 
ad litem appointed by the court to act 
for such indefinite and 


unascertained 
beneficiaries 


is not, however, a proper 
party to the will contest, for such duties 
by statute are the responsibility of the 
prosecuting attorney. 
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In Minnesota... call on Northwestern 
National Bank when you need competent 
banking and fiduciary services. 
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TRUST DEPARTMENT 


Northwestern 


National Bank of Minneapolis | 
Marquette Avenue + Sixth to Seventh Streets a SA 











Your client’s future is worth splitting hairs about 


No detail is too small to escape examination when a 
client’s future is involved. No one knows this better 
than attorneys. That is why many are using the exclu- 
sive “Asset Analysis” service of the Connecticut Gen- 
eral man to help them in this demanding task. 
Using his special skills, the CG man gathers the in- 
formation, noting assets and liabilities along with the 
client’s hopes and ambitions. When the facts are in, 
he analyzes them and makes his suggestions. Factors 


Life / Accident / Health / Group Insurance / Pension Plans 


that might cause unnecessary estate shrinkage are 
carefully singled out for the counsel of you, the attor- 
ney. Insurance needs are viewed in the totality of your 
client’s objectives, not as a single unit. 

Why don’t you get acquainted with your local CG 
man? We think you'll find his service concept can help 
you add new dimensions to your client relations. By 
helping your clients, he can help you. Corinecticut 
General Life Insurance Company, Hartford. 
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